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A Banker’s Diary 


THE gilt-edged market was noticeably firm until the end of last month, 
and paradoxically its firmness was associated with the launching of the 
latest nationalization issue—British Gas Stock. In Daltonian 

Gilt-edged times, of course, there would have seemed no paradox ; and 

and Gas even on this occasion the market harboured momentarily the 

suspicion that forcing tactics might be at work. But in the 
= omgage phase there was not in fact any evidence of undue official support, 
unless a little technical ‘‘ grooming ’’ and absence of selling can be so-called. 
The strength of the market then may have owing something to the expectations 
of others that the authorities would duly set the stage, but otherwise it probably 
reflected the more heartening news from Berlin and the merits of a “ sound ”’ 
budget. But even these influences do not quite dispose of the paradox, for 
the Gas issue was placed on terms quite unmistakably below the current 
market level. On the eve of vesting-day for the nationalized gas undertakings, 
the prices for the nearest comparable gilt-edged securities plainly showed 
that, on a strict reading of the provisions of the nationalizing Act, a 3 per 
cent. ‘“ dated "’ compensation stock could legitimately have been allotted at 
par though its final date extended a little into the next century. In fact, the 
life selected was 1990-95——and, even so, was longer than many market observers 
had expected. 

These terms implied that, to restore equilibrium in the yield structure, 
either the new stock—-so demonstrably cheap at its issue price—had to stand 
at an appreciable premium, or existing stocks had to fall. It seemed at first 
that the adjustment would comprise a little of both alternatives—for inspired 
buying and some speculative interest in the “ valued’ gas stocks before the 
take-over had assured an opening premium of about 8. But official resistance 
was encountered after the decline in existing stocks had gone a little way, 
with the result that the market sought the whole adjustment by way of the 
premium, which was momentarily hoisted to 13 and actually pulled other stocks 
up behind it. Since only £68 millions of Gas Stock was initially allotted— 
the remaining {130 millions or so of gas securities not havi ing been “ valued ”’ 
—so odd a structure was bound to subside. It did so very abruptly when the 
Gas Council unexpectedly announced that a further £40 millions of Stock 
had been issued to the National Debt Commissioners for the purpose of securing 
fnance for capital expenditure and to fund advances, totalling about £31 
millions, outstanding with the banks. This tranche, significantly, was placed 
at 1004 ; so that, by the moment of writing, the premium in the market has 
run off to the same figure. Yet other long-dated and irredeemable gilt-edged 
stocks still stand at a fraction above their end- -April level—with the notable 
exception of Redemption Threes (1886-96)—and a point or so above end-March. 

In the circumstances, the authorities must be congratulating themselves. 
On the compensation question, they have for the first time escaped the charge 
of being unduly grasping and have floated a stock at a premium instead of the 
discount which has been so sorry an experience on each of the previous take- 
over occasions. In the matter of gilt-edged policy, they have shown the same 
sensible restraint which marked the omission to “ call” the National War 
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Bonds (1949-51) tor earliest redemption. By these tactics they have beep 
enabled to continue the policy, apparently pursued for some months now, of 
keeping their powder dry against the campaign which must later be opened 
to deal with the 1? per cent. Exchequer Bonds, 1950, and, eventually, the 
massive block of 3} per cent. War Loan (1952 or after). Yet they have done 
both these things without provoking any tremor in the market. Yields are 
now a comfortable } per cent. be low the high points of twelve months ago. 
Technique has evidently moved a long way since the days of the tap in 
Daltons ”’ 


A SECOND meeting of the Consultative Group of Ministers ts about to shake 
the tranguillity of the Organization for European Economic Co-operation in 
Paris. The first meeting of the group enunciated eight prin- 

Progress = ciples of European economic recovery and eight corresponding 

by __ directives for immediate action. The first principle, it will be 

O.E.E.C. recalled, dealt with the need for making 1949 the year of 

financial stability in Europe. It called on all participating 
countries to file by May 1 detailed reports on what they had done and proposed 
to do in order to achieve this stability. Many of these reports still remain 
undelivered on the eve of the Ministers’ second meeting. It can, however, be 
claimed that on this front of financial stability satisfactory progress has been 
made in Europe as a whole. 

Less evidence of progress is available in another important task that 
faces O.E.E.C., namely the reconsideration and amendment of the partici- 
pating countries’ long-term plans. Perhaps the most crucial aspect of this 
problem is that of harmonizing the investment programmes. As they now 
stand, these programmes threaten to bring into being a highly artificial and 
unsound pattern of industrial development in Europe. 

The main work on which O.E.E.C. has been engaged during the past 
month is, however, concerned with the payments scheme. The first version 
of that scheme is to be considerably amended, though no agreement has yet 
been reached on the precise character of the changes. While discussion of 
these matters is proceeding, bilateral negotiations have already begun to frame 
estimates of the balances of payments in the year 1949-50 between each pair 
of E.R.P. countries. Barring agreement on amendments to the scheme, the 
material will thus be available for a renewal of the intra-European payments 
scheme substantially in its present form. It is, however, generally assumed 
that the scheme will be given somewhat greater flexibility on the lines dis- 
cussed in more detail in an article in this issue. Meanwhile, congressional 
discussion of the appropriation for next year’s Marshall Aid has been con- 
tinuing in Washington. The Appropriations Committee of the House of 
Representatives has decided on a reduction of 15 per cent. in the sum that 
was contemplated in the Authorization Bill already passed by both houses. 
This cut was intended to allow for the recent fall in dollar commodity prices, 
and was therefore not intended to represent a real cut in the volume of aid. 
A substantial compromise has, however, softened the impact of this reduction 
by compressing the smaller amount into 10} months instead of 12 months 
expenditure. Relief on this score must be tempered by the new complication 
introduced in Marshall Aid budgeting by the shorter period over which the 
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ynount appropriated is to be spent. Once again the budget of Marshall Aid 
will fail to conform with the Marshall year. This, however, is a small point 
m which to quibble, given the fact that the rate of monetary aid remains 
virtually intact. 


BRITAIN’S losses oi gold to countries outside the Western Hemisphere have 
been assuming more serious proportions recently. These losses occur as a 
result of the gold points, setting a limit to the creditor’s accumu- 
Gold lation of the debtor's currency, in such agreements as those 
Losses to negotiated with Belgium and Switzerland. <A further source 
Europe —_ of loss arises from the fact that Persian sterling is fully con- 
vertible. Current losses of gold to these three countries are 
equivalent to $150 millions per annum. Reports from Belgium indicate that 
in 1948 gold transferred to that country by the United Kingdom amounted to 
£30 millions, of which {21 millions was in respect of transactions with Belgium 
and {9 millions was on Belgian Congo account. These losses are greater than 
had been anticipated. They mainly derive from transactions with parts of the 
sterling area other than the United Kingdom. 

The recent increase in such losses lends particular interest to the financial 
discussions that have opened about the renewal of the Anglo-Belgian financial 
agreement. This agreement falls due on June 30 next. Its basic feature is the 
undertaking by Belgium to hold up to £27 millions in sterling, with a right to 
sold convertibility for any accumulation above this figure. Belgium is placed 
by the United Kingdom in the group of countries with which sterling payments 
are effected on a strictly bilateral basis. The Belgians have for some time been 
sirding at these bilateral restrictions on the sterling they can accept from 
third parties. Their initial move in the financial negotiations now under way 
was therefore to request entry to the group of transferable account countries. 
This would mean that Belgian exports, now meeting considerable and increasing 
payments difficulties, could be paid for in sterling by a number of countries 
which have adequate available sterling at their disposal. But it would also 
mean that Belgium would step up her accumulations of sterling and, therefore, 
her gold imports from Britain. {n the circumstances, the Belgian request has 
been refused, although discussions are continuing to devise some deal by which 
the gold teeth can be drawn from the quite understandable Belgian request. 


WHEN Mr. Nehru was in London recently he was handed a memorandum by 
the Chancellor of the Exchequer in which expression was given to the concern 
of the British Government at the rapid rate at which India was 

India’s xhausting her available sterling balances. Criticism was also 
Sterling made about the extent to which India was by-passing the 
Balances normal financing and me rchanting mechanism of the sterling 
area by her bilateral agreements contracted with a number of 

non-sterling countries. The references to excessive utilization of sterling 
balances have been quickly confirmed by the recent announcement of the 
Indian Government suspending all open licences for imports from sterling 
countries, a move later supplemented by the publication of a list of essential 
commodities for which open general licences would be granted. The three-year 
agreement negotiated with India last year on releases of sterling balances 
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provided for no further releases from the blocked No. 2 account to the No. ; 
account, for the year to June 30, 1949. When the agreement was negotiated 
India had some £80 millions in her No. 1 account and had drawn on accumn- 
lated sterling only to the extent of £3 millions in the preceding twelve months, 
It was the refore reasonable to assume that no further drawings on the No. 2 
account would be needed in the current year, and that any sterling required 
in excess of India’s current earnings would be provided by allowing the balance 
in the No. 1 account to fall to a reasonable working figure of, say, £60-65 
millions. Last year’s agreement provided that in each of the two subsequent 
vears releases from the No. 2 to No. rt account would amount to £40 millions, 

The estimates of likely drawings in the current year have clearly gone 
completely astray. High prices in India have encouraged an unduly large 
volume of exports to that country not only from Britain but from the rest of 
the sterling area. It is clear that the balance in the No. 1 account has been 
run down to a dangerously low figure and that, short ir an agreement on 
additional releases for 1948-49, the releases agreed for the next two years 
have been heavily mortgaged. Representatives of the Indian Government 
will this month negotiate in London on this and other issues. The financial 
agreement of 1948 made only one year’s provision for the hard currency 
allowance to India. That fact alone would have necessitated further negotia- 
tions between the two Governments. Recent developments make it clear, 
however, that these discussions will have to cover the question of additional 
releases of sterling from the No. 2 to the No. 1 account. Concurrently, dis- 
cussions will be going on with Pakistan on similar issues, though it should be 
noted that Pakistan has not outrun its agreed sterling availabilities to the 
same extent as India. 

The problem of India’s bilateral deals raises particularly delicate issues 
involving the spirit of India’s membership of the sterling area. The dis- 
appointing showing made by Indian exports to Britain during the past year 
is in part due to the fact that a number of essential materials which Britain 
would have liked to import from India have been reserved by that country 
for delivery to other countries under bilateral commercial agreements. It 
is not only in the realm cf politics that the relationship of India to the rest of 
the Commonwealth is raising highly delicate issues. 


WHATEVER technical qualifications need to be made in construing the figures, 
the clearing banks’ statement for April certainly establishes a landmark in 
British banking statistics. For the first time since the decade 

Landmark of war expansionary finance began, net deposits (though not 
in Bank gross) are below their level of the similar date in the preceding 
Deposits year. Their total in April was £5,665 millions, showing a 
decline of nearly {9 millions on the twelve months but an 

increase of {44 millions on the month. The first comparison suggests that some 
approximate stability has been achieved at last (although the large volume of 
deposits technically created in March, 1948, only passed into circulation during 
the ensuing eight months) ; and the second comparison, fortunately, need 
not yet be construed as evidence that the stabilization, such as it is, will be 
no more than momentary. The increase on the month, however, proved dis- 
concerting to some commentators, chiefly because £15 millions of it was due 
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to a rise in advances—a larger expansion than occurred twelve months ago. 
But this movement may be misleading, for it was more than explained by the 
increase Shown by the National Provincial Bank : eight banks showed a reduction 
in advances during the month. Moreover, the growth of deposits was fully {20 
millions less than. in April, 1948, despite the big decline in the meantime in 
the Treasury’s net sterling receipts from the counterpart of the external 
deficit. On the other hand, the big expansion which occurred in the note 
circulation in the two months up to Easter was a factor making for a decline 
in deposits. 

It would be rash, without complicated analysis, to try to forecast the longer- 
term trend. The rather precarious prospective equilibrium in the nation’s 
capital budget—despite Sir Stafford Cripps’s austerity—leaves no room for 
deflation of deposits through an excess of Government repayments over private 
borrowing—unless the difficulties of the export drive not only produce another 
external deficit but also release goods which are sold (instead of merely piling 

April, Change on 
1949 Month Year 
£m. £m fm. 

Deposits : a a sia 5885. t 70.9 25.0 

True Deposits * : 5 5665. | 44.0 - 8.3 
Cash .. ae o i 500. 50) 25. at. 


Money Market Asset oe a 1279.6 (21. 72.4 + 38. 
Call Money ny 7 ‘i 480.5 (8.2 . + 17.8 
Bills ; - ea 5h 799.1 70.4 + 20, 


Freasury Deposit Receipts si 1025.0 af " ~ 284655 


investments plus Advances. . an 2935-9 (49.9) .O + 147.: 
Investments .. is is 1501.0 (25.5) + §.0 i 19. 
Advances y su ia 1434.7 (24.4) + 15.0 + 128.2 

*After deducting items in course of collection. ¢ Ratios of assets to published deposits. 


up) at home. On the other hand, there may be a further reversal of the swing 
towards liquidity in public savings habits which tended to inflate deposits 
last year. For the short run, the most significant influence on the balance 
sheets, though not on deposits, is the large repayment of advances by the 
Gas Council. But this operation, carried in the first instance by special sales 
of short bills to the banks, required in the following week finance by T.D.R.s 

so that the net effect was a switch from relatively high- yielding to low- yielding 


bank assets. 


‘TAKE-OVER '' day for the gas industry proved also to be a day of take-over 
by the Co-operative Wholesale Society. The North-East Gas Board, whose 
ngage Mr. R. 5. Edwards, was formerly a director of the 

C.W.S. .W.S., has transferred to the Society’s Banking Department 
Bank ”’ the whole of the banking business and balances of the national- 
Gets Gas___ ized gas undertakings within its area. This move, the first of 
Business its kind by any nationalization body, was wholly unexpected, 
since the commercial banks, following the procedure adopted 

in earlier nationalizations, had devised in concert with the appropriate 
nationalization authority—in this instance, the Gas Council—arrangements to 
ensure a smooth transition without needless disturbance of banking facilities 
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for the industry. The business of the new authorities, as in the other cases, was 
to be shared between the several banks roughly in the same proportions as 
they had done business for the individual gas undertakings. The Gas Coungil 
and eleven of the twelve area gas boards have accepted these arrangements. 

The Board headed by Mr. Edwards is quite entitled to act otherwise if it 
thinks it is in its best interests to do so. But it is by no means clear how it 
has satisfied itself on this pot. No impartial judge could possibly suppose 
that the C.W.S. can provide better banking facilities than the clearing banks: 
and, since the negotiations with the Gas Council had not embraced submission 
of quotations of terms by the commercial banks, the North-East Gas Board 
could not know whether the C.W.S. facilities would be provided more cheaply. 
Either the decision is one of open discrimination on political grounds, or 
Mr. Edwards must have been basing his advice on his previous personal 
experience of competition for public business between the C.W.S. and the 
commercial banks. There have certainly been many cases in which Labour- 
controlled local authorities have been induced to shift banking business to the 
C.W.S. by the offer of allowances and charges which were (or, in some cases, 
merely seemed to be) more favourable than those quoted by the banks. Since 
the C.W.S. Banking Department has in the past nine months or so revised its 
allowances and raised its commission charges, the disparity in quotations is 
less than it was; indeed, there is some reason to believe that local authorities 
which do not keep very considerable idle balances might find, on a revised 
calculation, that they are at even a financial disadvantage in banking with 
the C.W.S. Moreover, there have been other indications that the Society, after 
its first careless rapture in grabbing municipal business, is now beginning to 
realise that it cannot indefinitely expand its activities in such directions without 
going some of the way to provide by itself the organization and network 
which they require—instead of merely leaning upon the clearing banks for 
vital agency services. It deserves to be noted that this latest and rather 
significant incident apparently did not spring from the initiative of the Society 

However that may be, it remains true that the C.W/S. is still offering 
deposit allowances much higher than the } per cent. which is all that the 
commercial banks are permitted to allow, and is still payimg generous interest 
on current account, on which the other banks are prohibited from paying 
anything at all. That the C.W.S. Banking Department 1s prepared to do bus- 
ness on such lines of course results from the fact that 1t has never been asked 
to share the burden of financing the Treasury on T.D.R.s, has never been 
expected to conform to the recognized conventions governing the distribution 
of bank assets, and is not subject to any control over its cash ratio. It has been 
satisfied to use this freedom by employing the bulk of its deposits in longer- 
term gilt-edged securities, overdrafts and advances; the total liquid assets 
shown in its 1948 balance sheet represented 7} per cent. of deposits. Given 
the trends which have been affecting National Savings, there is room for 
argument whether this is a reasonable liquidity even for a “‘ savings ”’ institu- 
tion. But there is no doubt that it is inappropriate for a commercial business. 
If the C.W.S. wants to do such business, it ought to that extent to comply 
with the conventions and rules which the Treasury and a now-nationalized 
central bank rightly expect of, or impose upon, the commercial banking 
structure. 
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Europe and the Dollar 

HE spectre ot 1953, the probability of a substantial continuing shortage 

of dollars when Marshall aid will have ceased, does not appear to be 

causing sufficient concern to the countries of Western Europe. Their 
economic headquarters in Paris, the O.E.E.C., is now considering the long-term 
plans submitted by the countries participating in the European Recovery 
Programme. Those long-term plans still een an aggregate unbridged 
dollar gap of about $1 billion. After the O.E.E.C. had discounted them for the 
optimism which inspired many of the ota. the true prospective dollar 
gap widened to around $3 billions. Since these long-term plans were put in 
towards the end of last year, ample time has elapsed for their reconsideration 
and amendment. Ail the re ports from Paris suggest, however, that no progress 
of any kind has been mz ide in this direction. No atte mpt is being made to 
harmonize the long-term investment programmes and in covbaia: Ore BC. 
quarters the view is held that if the programmes are implemented in the form 
in which they now stand, the ultimate disequilibrium of Western Europe with 
the Western Hemisphere will be greater and more fundamental than it was 
at the beginning of the Marshall period. 

The reason for this pessimism is that the national plans are drawn up on 
essentially autarchic lines. Each was primarily concerned with the viability 
of the particular country and not with that of the group as a whole. Each 
country, therefore, has tended to regard as inessential the imports of any goods 
which it might conceivably produce itself. The impression which unquestion- 
ably emerges from this series of national programmes is that each country 
plans to diversifv its economy. In the process it has blandly assumed that the 
new industries it will establish will produce exports and thus contribute to 
the solution of its own problem of viability. The net result is a prospective 
volume of exports both to other O.E.E.C. countries and to the rest of the world 
which does not tally with the reverse side of the same medal—the estimates 
of prospective imports. Certam industries, such as textiles and oil refining, 
have undoubtedly been over-expanded, at least on paper. It is to be hoped 
that the economic difficulties which are already beginning to impinge on the se 
industries as they exist to-day will prevent the folly of their further over- 
expansion, of which all too much intent is to be found in the long-term plans. 

The problem of the dollar gap is also the subject of much current discussion 
in the United States—some enlightened, much of it less so. To all too manv 
Americans it is an immediate and short-term problem, comprised by the 
paradox presented by the conjunction of the substantial aid they are giving 
to the countries of Europe with the continuous drying up of the European 
market for American consumer goods. That problem did not impinge on U.S 
public opinion with any great force so long as America’s production was being 
fully absorbed—mainly by the domestic market. But with the emergence 
of surpluses, now of wheat or of household goods, and before long of motor 

cars, this attitude is fast changing. The United States is increasingly and 
understandably beginning to regard the European Recovery Programme as a 
means of selling the goods it ale to sell and not of helping Europe to buy 
the goods that Europe ought to buy. 

That attitude, though most usually and vocally held by American business 
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men, is also beginning to reflect itself in official E.C.A. policy. It found its 
fullest expression in the proposals which were recently made by E.C.A., ty 
O.E.E.C. for certain fundamental amendments of the Intra-European Payments 
Scheme. The Americans presented two demands. The first was that the 
drawing rights accorded under the payments scheme for the forthcoming year 
should be freely transferable within the group of E.R.P. countries. This 
meant that if France received a certain global drawing right under the scheme, 
she should be able to spend it in any of the other E.R.P. countries. The 
objective of this proposal was to help restore within Europe a genuine equilib- 
rium of prices through effective competition. This was a worthy motive and 
long overdue in view of the extent to which the equilibrium of prices and costs 
has been distorted by bilateral agreements of one kind or another. With this 
suggestion there can be little serious quarrel, assuming always that adequate 
precautions are taken to prevent the transferability of drawing rights from 
leading to excessive losses of gold within the group of E.R.P. countries. 

The second proposal of E.C.A. was, however, much more revolutionary. 
It was that drawing rights should be made fully convertible into dollars and 
that the recipients should have the right, if they deemed it advantageous, to 
spend in the United States as well as in Europe the facilities advanced to them 
under the European payments scheme. Here again, the intention was to 
re-introduce the element of international competition into the European 
economy, but in this particular context the competition was to be with United 
States goods. The U.S. authorities have as their object the very desirable 
one of restcring equilibrium between European and North American prices. 
They wish to banish the danger of creating in Europe and North America two 
entirely separated economic structures trading with one another—if they 
trade at all—only over more or less permanent barriers of discriminatory 
quotas and exchange restrictions. The immediate effect of the acceptance of 
convertibilitv of drawing rights would, however, have been to enlarge the 
market for U.S. consumer goods in Europe. This suggestion, whether as a 
short or a long run measure, had little to commend it except in so far as it 
might have compelled European countries to establish in one way or another 
whether by deflation or devaluation, a level of European prices fully com- 
petitive with that obtaining in North America. 

In the third report of the Economic Co-operation Administration which was 
transmitted to U.S. Congress by President Truman recently, the problem of 
Europe's dollar deficit is discussed in somewhat more reassuring terms than 
present trends in Europe seem to warrant. The report points out that in the 
fourth quarter of 1948 industrial production in Western Europe had regained 
its pre-war level and that concurrently the volume of European exports 
reached a post-war peak. It was, however, a modest peak, quite dwarfed by 
the range that must be climbed before 1953. In 1947, the participating 
countries were able to pay for less than 4o per cent. of their imports from the 
outside world. In the Marshall year which wil! end on June 30 next the 
O.E.E.C. countries will have financed about half their imports by current 
exports. This is described in the E.C.A. report as a satisfactory achievement. 
[It may be so in relative terms, but it leaves an immense task to be achieved 
if the goal of viability with the Western Hemisphere is to be reached by the 
end of the Marshall plan period. Progress towards dollar solvency is being 
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made, but it is inadequate and the plans which have been forged to attain 
that objective by 1952-53 fall a good deal short of what is required. 

The problem has received what is perhaps its most candid treatment in 
the recent Economic Survey of Europe prepared by the Research and Planning 
Division of the Economic Commission for Europe. This off-shoot of the 
United Nations can afford to be more frank and less tactful than O.E.E.C. 
in its comments on the economic relations between the United States and 
Europe. [t has not failed in candour on this occasion. Its survey points out 
that, so long as the post-war level of production in Europe remained low in 
relation to essential needs, Europe’s balance of payments problem could be 
regarded as the expression of the need for large-scale assistance for relief and 
reconstruction. But with the recovery which has now been achieved in 
European production and trade the nature of the problem has changed. It 
may now be looked upon as a reflection of the United States balance of pay- 
ments surplus quite as much as the reflection of Europe’s inability to export 
in sufficient volume. 

The E.C.E. report goes on to describe the essence of the U.S. balance of 
payments problem. It rests in the fact that the United States, besides being 
the most highly developed industrial country in the world, is also the world’s 
surplus area and Europe’s largest supplier of primary products. Its foreign 
trade, consequently, has a peculiar dual character. On the one hand, the 
United States imports foodstuffs and raw materials from European countries 
and supplies its manufactured goods to them. On the other hand, it supplies 
primary products to countries in Europe which can only furnish manufactured 
goods in return. But the second type of exchange does not function smoothly, 
because, unlike other primary producing areas, the United States economy is 
not dependent to any major extent on imported manufactures. On the 
contrary, the productive capacity of American industry is more than capable 
of satisfying home demand. For this reason, Europe’s exports to the United 
States were traditionally restricted to a few specialized items. In 1937 the 
share of European manufactures in total American consumption amounted 
to only 0.6 per cent. After the war it shrank to about 0.2 per cent. The war 
has further increased American self-sufficiency through encouraging the 
levelopment of substitute and synthetic materials. As a result, U.S. imports 
of industrial materials are much lower in relation to production than they were 
before the war. 

This is the diagnosis on which the E.C.E. bases its somewhat gloomy 
review of the dollar problem. It points out that the continued reduction in 
exports or an increase in imports sufficient to balance the U.S. external accounts 
would be equally unwelcome to the United States. And it goes on to commend 
the O.E.E.C. countries for their actions taken so far to maximize the curtail- 
ment of imports from the United States and to develop substitute production 
as the only courses which lay open to them. But this leads to the anomalous 
paradox that by the end of the Marshall programme in which the United 
States will have poured out some $17 billions, that country will have financed 
substitute sources of supply elsewhere for products of which it will itself have 
surpluses and excess productive capacity. Its own exports to Europe will 
be reduced below the depressed volume of 1938 and Europe will nevertheless 
till be short of dollars to cover its imports from the dollar area. The hope 
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is that the United States will probably continue for many years to assist 
the outside world through the export of capital in much the same way as 
Britain financed capital deve lopme nt throughout the nineteenth century, 
here is, however, a necessary proviso to be made in this comparison, namely, 
that while Britain was inherently dependent on essential imports and could 
thus readily fulfil the réle of a creditor, that mantle does not so readily fall 
on the shoulders of the United States. 

That wise and essentially realistic American economist, John Williams, 
of the New York Federal Reserve Bank, has recently been preaching very much 
the same cautious gospel. His pessimism about the prospects of ever closing 
the dollar gap has even led him to ask whether North America or Westem 
Europe wer a t one or other drifting into isolated backwaters of self-sufficiency 

-the balance of probabilities leading him to suggest that Europe was the 
more likely candidate. In his recent article on ‘‘ Europe after 1952’, con- 
tributed to the quarterly review, [ reign . {ffairs, Professor Williams stresses 
the gravity of the problem of Europe’s solvency and leaves on the reader the 
impression that the problem will never be satisfactorily solved, though he is 
prepared to conclude on a note of slender hope. Having watched Britain’s per- 
formance over the past vear, he writes, ‘‘ I would like to believe other miracles 
are possible, including even Western Europe’s achievement of viability ”’ 

These essays in probability are surely too pessimistic. Both the E.C.E. 
report and Professor Williams’s article mention almost in passing two possible 
sources of relief from the inexorable pressure of the dollar deficit ; but neither 
makes enough of them. The first of these factors is one to which reference has 
already been made, namely, the probability and desirability of a continued 
export of capital from the United States to the rest of the world. There is no 
need for that capital to be canalized to the countries of Europe for it to irrigate 
Europe’s needs. The most promising avenue seems to lie in the provision of 
American capital for the development of the vast under-developed areas of 
the world in accordance with point 4 of President Truman’s inaugural address. 
If that capital is provided as it should Re, in the form of untied loans, the 
normal process of triangular or multilateral trade will see to it that the dollars 
find their way to the points at which they are most needed and most deserved. 
Admittedly, this raises the reservation which has already been made earlier 
in this article, namely, that the United States must learn how to behave as an 
international creditor power. There is, for example, no justification whatever 
for the maintenance of any tariffs on the imports of goods into the United 
States at present. There is even less justification for such obstruction to 
foreign earnings in the United States as flag discrimination, subsidized ship- 
building and restrictions on foreign insurance business which are now the 
order of the day. There is, however, no need to assume that the United States 
will refuse to face the logic of events and the hard facts of economic life. The 
process of education may take far longer than would seem reasonable to our 
impatient eves, but there is an inexorability in the forces that are leading it 
forward. 

The next direction in which a solution of the problem must eventually be 
sought is in the readjustment of exchange parities and rediscovery of that 
equilibrium of prices and costs which the world has tended to lose over the past 
few years. The E.C.E. report suggests that the present high prices of Europe's 
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exports reflect a general overvaluation of European currencies in terms of 
the U.S. dollar. It goes on to state that on a more detailed analysis this 
disparity is shown to be due more to the rise in productivity in the United 
States over the past ten years than to purely monetary factors. Whatever the 
reason, however, the disparity is a factor that will have to be faced in the not 
too distant future, especially if it continues to widen at the rate at which it 
has been moving in recent months. The E.C.E. report minces no words on 
this aspect of the problem. “Jt would appear that further expansion of 
Europe’s exports in the future—an expansion which will necessarily involve 
exporting to areas more open to competition—may encounter difficulties on 
account of high prices and may ultimately necessitate some adjustment in the 
rate of exchange between European currencies and the United States dollar.”’ 
Similarly, Professor Williams ranks exchange rate adjustments as one of the 
factors which, coupled with direct foreign trade controls and combined into 
a policy of dicrimination against the United States, may supply a short run 
answer to the problem of Western European viability. But, he adds, this will 
not be the answer to the longer run problem, the basic cure of which he suggests 
isonly to be found in higher productivity in Europe. 

The main danger of the current popularity of exchange adjustments or 
devaluation as a topic of discussion is its elevation to the position of a magic 
slvent of the difficulties for which much more fundamental solutions will 
have to be found. There is no doubt that the discussion of this topic and the 
expectations it has raised in many countries have tended to delay the intro- 
duction of essential and often painful remedial measures of a more permanent 
character. This subject of exchange adjustment is obviously one that has to 
be broached with the utmost circumspection and delicacy. Decisions and 
plans concerning it cannot be taken and debated from the housetops. 

Nor should action in this sphere be precipitate. In the first place there is 
need to prepare the ground on which the readjusted parities are to fall. It is 
only in conditions of reasonable financial stability that devaluation can safely 
take place. If these conditions do not obtain, one devaluation would be merely 
the prelude to a series of similar moves. It would create uncertainty and add 
to the forces already making for inflation and depreciation of the currency 
concerned. Europe has made considerable progress towards financial stability 
over the past year, but there are still scattered points of weakness; these 
need to be strengthened before the operation can be tackled with reasonable 
prospect of success. The need for caution is also emphasized by the continuance 
of divergent price movements in North America and Europe. In the present 
fast-changing scene it would be extremely difficult to calculate any set of 
parities which would possess lasting qualities. Admittedly, the perfect con- 
ditions for currency adjustments will never obtain at any one particular 
moment. But it can probably be argued with considerable force that there is 
sufficient uncertainty on these basic issues to-day to provide a convincing case 
for postponing the decision as long as possible. 

There is also need to calculate very carefully what benefits and disadvan- 
lages exchange adjustments may bring with them. Some obvious questions 
put themselves. Will the additional marginal exports made possible by lower 
exchange rates be sufficient to make good the loss of song exchange income 
eamed by the exports which are already being made ? To what extent will 
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exchange depreciation be passed on to foreign buyers in the form of higher 
prices quoted in the devalued currency ? What will be the effect of devaluation 
on the cost of living ? Most important of all the uncertainties is, perhaps, the 
effect devaluation will have on the Government’s policy of attempting to hold 
wages stable. It is by the answers to these questions that the pros and cons 
of exchange adjustment must be weighed, and there is no clear indication at 
present that the advantage falls on one side rather than the other. Indeed 
these are questions which cannot be answered without the knowledge of what 
other countries will do. There are no mathematical formule which can pretend 
to measure the balance of advantage or disadvantage of a devaluation of 
sterling to Britain without taking into account the multitude of varying 
possibilities of the exchange adjustments other countries would make in reply 
to a sterling devaluation. 

What is most probable is that any exchange adjustment of the kind would 
be of world-wide character and that sterling would move only in conjunction 
with all other currencies except the U.S. and Canadian dollars and the Swiss 
franc. Nor would the move be of uniform character. On present evidence 
Italy, for exé imple, would need little or no devaluation at all. The countries 
of the Middle East, on the other hand, would have to go a long way further 
than sterling in their devaluation if normal equilibrium in prices and costs 
were to be restored. The inordinate rapidity with which India has galloped 
through its available sterling, and the sudden and painful necessity under 
which that country has been forced to suspend open licences for imports from 
Britain afford a striking illustration of the extent to which countries whose 
currencies are clearly overvalued in terms of European currencies can w- 
desirably attract European exports. 

There are, therefore, two problems. One is the clear, obvious under- 
valuation of the dollar. If this is corrected it will make the problem of the 
dollar gap far less intractable than it now appears to be. Secondly, there is the 
problem of disequilibrium within the non-dollar group of currencies. That 
disequilibrium is unquestionably distorting the pattern of international trade 
and is diverting to the softer currency countries which can offer unduly high 
prices goods that should be flowing to the harder currency markets. 

If the solution of these two problems, in due course and at the appropriate 
time, were to take the form of a widespread readjustment of exchange values, 
there would be no undue need to fear a rise in sterling prices equivalent to 
whatever devaluation of sterling was deemed necessary. It will be recalled 
that after the abandonment of the gold standard in 1931 it was sterling prices 
which continued to make the running in world markets. They sailed majesti- 
cally on, relatively unaffected by the depreciation of sterling in terms of gold, 
and it was on the countries that remained linked to gold that the real and 
painful impact of the exchange adjustments fell. In a new exchange adjust- 
ment more countries would follow and indeed outrun sterling than was the 
case in 1931. Is it therefore unreasonable to suggest that once again it would 
be on the hard currency area that the main impact of the adjustment would 
fall: that the effect of these devaluations would be to reinforce for a time the 
influences making for a fall in prices in the Western Hemisphere, in other 
words, to move the terms of trade again in favour of Britain and Europe? 
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allt Comveuibilliee for Sterling ? 
An American Proposal Scrutinized 


By C. Gordon Tether 


HEN Mr. Dalton, then Chancellor of the Exchequer, brought the 
Wsterine convertibility experiment to an end six weeks after it had 

begun, he excused the default on Britain’s obligation under the 
Washington Loan Agreement on the grounds that time was needed for revising 
methods of control and operation of the new transferability facilities. His note 
to Mr. Snyder, Secretary of the U.S. Treasury, clearly implied that the British 
yuthorities were raising no objection to the principle of free convertibility for 
sterling currently accruing and were, indeed, determined to implement it 
once more just as soon as arrangements could be completed to prevent the 
unauthorized use of the facilities by the owners of the vast accumulations of 
unspent and unspendable sterling brought forward from the war years. 

Whether Mr. Dalton—whose failure to take even the elementary steps to 
safeguard Britain’s exchange position against improper and undue use of the 
convertibility facilities must be held largely to blame for the subsequent 
jebacle—was at that time still unshaken in his faith in the feasibility of free 
transferability, will probably never be revealed. It is possible that the por- 
trayal of the default as a purely temporary measure was designed to ensure 
that the Americans, who had from the start attached so much importance to 
the conv ertibility undertaking of the Loan Agreement, were let down lightly. 
What we do know is that, in the period of nearly two years that has since 
passed, official British actions and statements have shown that the Government 
has no defined plans for restoring full convertibility of sterling. Indeed, some 
if its policies could be interpreted, though perhaps incorrectly, as leading 
traight in the opposite direction. Lip service is on occasions still paid by 
Government spokesmen to the virtues of multilateral trading and the free 
interchange of currencies, and the Chancellor of the E xchequer has from time 
to time pointed out that full convertibility of sterling is an “‘ ultimate goal ”’ 
f British policies. But it seems evident that, if the British authorities now 
think seriously about this ultimate goal at all, they visualize it as something 
that may eventually occur as a by-product of the economic recovery of 
the country rather than as something to be worked for enthusiastically 
for the sake of the contribution it might of itself make to that recovery. 

The drain on the country’s hard currency reserves that occurred during 
the convertibility crisis was so serious—in seven weeks the dollar drawings 
reached some £300 millions—as to give Britain some excuse for taking an 
attitude now of “‘ once bitten, twice shy’. Yet, the arguments about the 
convertibility episode are not all on one side—as is well brought out by an 
important report on ‘‘ Sterling since the Convertibility Crisis’’ recently 
prepared by the International Finance Committee of the National Foreign 
[rade Council of the United States.* There is a notion that Britain was dragged 


*The National Foreign Trade Council, Inc., is an old-established private organization whose 
membership includes all the leading American banks, insurance interests and industrial and 
trading corporations which are active in international business. The director of its European 
Division is the well-informed Mr. Donald Heatherington, formerly of the British Commonwealth 
Branch of the U.S. De partment of Commerce.—ED. 
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into the convertibility experiment against its better judgment, by Americay 
determination to protect, at the expense of Britain’s recovery, the U.S. expor 
trade against the spread of such devices as the sterling area system—which 
the Americais regarded, rightly or wrongly, as establishing protected trading 
areas. It is doubtful whether there was ever any real justification for this 
view, but it now enjoys such wide acceptance that it is perhaps necessary t 
point out, before proceeding to a discussion of the NFTC report, that this 
report is far from being any sinister attempt to persuade this country to 
embark upon economic courses that will further American rather than British 
interests. 

The report discusses the British economic problem thoughtfully, fairly 
exhaustively and sympathetically. It pays tribute to the magnitude of British 
achievements during the past year and, indeed, gives more credit to the 
British authorities than do many people nearer home, for their efforts to keep 
the mechanism of multilateral trade in operation. I[t goes Ol it of its way to 
show that many of the popular American criticisms of British policies are 
based upon misunderstandings of their underlying sedtiies [t does not say 
that Britain’s present policies are wrongly conceived. But it makes no secret 
of its belief that the economic recovery of this country and of the world asa 
whole could be materially speeded up by adjustments in British external 
policies. Its reasoned examination of the British financial situation and the 
conclusions it bases thereon are, therefore, worth close study. 

Broadly construed, the NFTC report appears to lead to three main con- 
clusions. They are: (1) that post-war developments have underlined the 
key position of the United Kingdom in the structure of international trade and 
finance and have reaffirmed the need for the emergence of sterling as another 
strong international currency to share with the U.S. dollar the task of financing 
and clearing transactions between nations; from this it follows that the 
restoration of sterling to its pre-war status would make a much more decisive 
contribution to the problem of breaking down barriers to multilateral trade in 
Europe and in the world at large than the setting up of new and more complex 
systems of international clearing could do ; (2) that the real explanation of the 
trouble which came to a head in the so-called con vertibility crisis lay in the 
excessive amounts of non-current sterling that were allowed to press upon the 
exchanges in 1947, and in the exce ptionally large jump in britain’s own deficit 
with the dollar area between 1946 and 1947: so that the implementation of 
the convertibility obligation had little to do with the crisis—-or, at least, only 
compressed within a very short period a drain on reserves which would have 
occurred rapidly in any case ; and (3) that the ee ly that must be fulfilled 
before sterling can be restored to its pre-war status are already effective within 
the sterling area and to a large extent also, though bilaterally, between the 
sterling area and certain individual countries, and that the convertibility into 
dollars that might be needed to ensure the necessary confidence and wide 
acceptability of sterling would not be out of the question even during the 
Marshall period—provided certain precautionary measures were taken in 
advance. 

For the purposes of the negotiations which led up to the Washington Loan 
Agreement of 1945, the premise that the resumption by the L United Kingdom 
of the obligations of multilateral trade was in the interests of both the United 
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Kingdom itself and of world economic recovery was accepted by both sides. 

- x . . . 2 . 

The fact that these objectives have not, in fact, been achieved does not, as 

the NFTC report points out 
deny the principles or objectives on which there was general agreement in 1945 
Experience has reaffirmed the need for such objectives and principles of international! 
conduct; it has demonstrated that there must be another strong international 
currency to share with the dollar the task of financing and clearing transactions 
between nations; it has, particularly in the instance of Britain, underlined the 
jact that any temporary gains from a policy of trade discrimination are offset by 
the losses. What has been learned or, at least, should have been learned from the 
events of the post-war transition period is that, above all else, policies adopted and 
actions taken without reference to their effect on other nations or their long-range 
implications perpetuate the difficulties of bringing about real recovery. 


Few people would probably feel inclined to question the validity of these 
seneral sentiments. There is evidence enough that the grov wth of the bilateral 
technique is hampering the growth of inte rational trade. The difficulty that 
is at this moment being experienced in organizing a multilateral flow of trade 
within the Marshall group of countries, owing to the unwillingness of the 
participating countries to utilize such limited supplies of gold or dollars as 
they possess, or can expect to earn, for anything but the balancing of their 
hard currency accounts, is a clear proof that there is a rdéle to be filled by 
sterling, ‘‘ the only currency apart from the dollar which has a broad inter- 
national character’’. The world obviously does need another medium of 
exchange that is in adequate supply, that can be used for financing transactions 
inany part of the world and is possessed of relative stability. The real question 
is whether it would be in Britain’s interests to allow sterling to be so used, to 
expose it once again to the strain of free convertibility into dollars, to forgo 
both the protection afforded to export trade, particularly in less essential 
goods, and the assured access to supplies of food and raw materials that 
restrictions upon transferability of sterling and the spread of bilateral trade 
deals have provided. That these devices have helped to increase the flow of 
British trade and even to extend the use of ste ai is admitted by the NFTC 
report. In a reference to the series of bilateral financial and trade negotiations 
the British authorities have carried through since the convertibility crisis, 
it says : 

The final agreement in every case, therefore, represented careful bargaining with 

the relative strength of Britain vis-a-vis the other party determining the outcome. 
In nearly every instance, however, Britain was able to achieve its main objectives 
of obtaining the removal or relaxation of exchange restrictions, the increased use of 
sterling as an international medium of exchange and the commitment for essential 
imports of food and raw materials from supplying countries. To the United Kingdom 
unquestionably one of the primary advantages of these agreements was that they 
permitted the channelization of exports to those countries which were willing to 
repay in dollars or vital imports. 


But the NFTC report sees no incompatibility between the admission that 
resort to bilateral devices has aided Britain and the belief that the resumption 
of free convertibility of sterling would be in the real interests of this country 
in the longer term. For— 


the objective of British policy is the expansion of exports but the attainment and 
maintenance of the desired level demands that international trade as a whole be 
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brought back to a volume as high as the world had before the war, preferably higher, 
rhis, in turn, will require an effective means of international clearing and settlement 
Chere is a job for sterling to do. [t is doing more of the job to-day than is perhaps 
realized but trade and recovery will continue to limp until the time comes or is mag¢e 
appropriate for it to do still more. 


Britain is, in fact, seen to be confronted with a dilemma. lf it forgoes the 
protection of the bilateral technique and restrictive currency practices, jt 
would appear to be exposed to the possible loss of export trade as well as 
supplies of food and raw materials, and perhaps also to severe inroads into 
currency reserves. On the other hand, if it refuses to extend the range of 
sterling transferability and to pursue trade policies that encourage multi- 
lateralism rather than bilateralism, it may jeopardize the growth of the volume 
of world trade upon which the rise in the British standard of living beyond 
present austerity levels is in major degree dependent. . 

The interesting thing about the NFTC report is not that it discovers this 
dilemma, for its existence has been known to all who have studied the British 
payments problem during the past few years, but that it considers that it 
might be possible for Britain to get the best of both worlds. To demonstrate 
this, the report sets out to challenge the view that the inclusion of the con- 
vertibility commitment in the Anglo-American Loan Agreement was the cause 
of the dollar crisis in 1947. It produces figures to show that the cause of the 
crisis lay in the under-estimation, both in Britain and the United States, of 
the needs and capacities of the United Kingdom during the transition period 
and in the failure of the British authorities to take adequate steps to segregate 
‘old’ from “ new” sterling. Thus— 


part of the difficulty is reflected in the net capital outflow and decrease in sterling 
balances of £3094 millions in 1947. It was scarcely expected that sterling over and 
above the amounts being made available through current expenditures would be 
permitted to move into the channels of trade in dimensions such as these. Without 
these added sums, the cost of convertibility would have been only £35 millions in 
1946 and £24 millions in 1947 measured by the difference between the United 
Kingdom's own deficit with the dollar area and its total net deficit on current account 


Moreover, the NFTC report claims that : 


the suspension of convertibility did not eliminate the need for dollar payments to 
settle the deficit with the dollar area nor by itself decrease the size of the dollar 
deficit. Neither did it change Britain’s feeling of responsibility to its associates in 
the sterling area to cover their dollar deficits. All that it did was what might con- 
ceivably have been done before, that is, to stop the transfer of non-current or 
‘loose ’’ sterling and to notify countries which were artificially seeking to create a 
surplus of transferable sterling that they were effectively killing the goose that laid 
the golden eggs. 


These arguments undoubtedly over-simplify the issues involved. They 
under-estimate the practical difficulties of drawing a firm line between old 
and currently accruing sterling. They tend to overlook the fact that in a 
world of inconvertible currencies it is the sum total of Britain’s individual 
adverse balances rather than her net adverse balance that is apt to be the 
measure of the cost of full convertibility. Finally, they fail to appreciate that, 
human nature being what it is, something more than mere warnings are 
necessary to discourage the avaricious from killing golden-egg-laying geese. 
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But the idea of a sort of conditional transferability for sterling is sufficiently 
interesting to warrant further investigation. What the NFTC seems to have 
in mind is an extension of the transferability system to all countries which 
would themselves undertake to use the facilities in a way that would not 
impose an intolerable burden upon the British reserve position. Thus there 
would have to be “a general agreement on the part of other countries to 
accept st terling of a current nature without limit from all other parties to the 

eement ’’. There would have to be a commitment that artificial restrictions 
for the deliberate purpose of accumulating a surplus of sterling would not be 
imposed. It might be advisable to reach a firm understanding about old 
accumulations of sterling and unproductive capital movements, while it would 
be necessary “‘ that those receiving sterling Gasseahe ordinary current com 
mercial transactions have confidence in the continued ability of the United 
Kingdom to meet its obligations’. If these conditions were fulfilled by other 
parties to the agreement, possibiy alongside ‘‘ the eventual re-alignment of 
the various exchange rates under the supervision of the International Monetary 
Fund in order that trade be not hampered by distorted price relationships ”’ 
[not to be interpreted as indicating a belief that sterling itself should be 
devalued, for the NFTC doubts “ whether any benefits would be reali 
from devaluation ’’}, the NFTC considers that it would “ only "’ be nece: 
for the British authorities to make the pound convertible into goods 
services or other currencies as required, to restore it to a position approachir 
that which it had before the war. 

This sounds, perhaps, a rather tall order ; but, as the NFTC report point 
out, conditions such as these are now effective within the sterling area and, 
subject to minor qualifications, within the associated transferable account 
area as well. Could they be extended, side by side with peng for sterling- 
dollar convertibility, to other countries—-not ultimately but within the next 
year or two? NFTC believes that they could, though it admits that ‘ special 
provision might have to be made to increase reserves of gold or dollars to 
cover temporary fluctuations in the sales and purchases of sterling’. The 
general conclusion may well be sound, but it would seem that, before embarking 
upon a system of “‘ conditional convertibility ’ the British authorities would 
have to be sure of the country’s ability to fulfil a condition that does not, 
strangely encugh, figure prominently in the NFTC list. It is that the country 
should be able not only to export goods at prices which are competitive with 
dollar prices, but also to export goods of the kind the world wants to buy. 
Otherwise no undertaking on the part of the other participating countries to 
refrain from artificial restrictions for the purpose of accumulating a sterling 
surplus could serve to prevent a repetition of the convertibility tragedy 
of 1947. Unfortunately, British prices now are not fully competitive with 
American prices. The disparity seems to be arising not so much from high 
import costs—the report of the Economic Commission to Europe for 1948 
shows that the prices paid by the United Kingdom in 1948 were substantially 
below those paid by the United States—as from inflated costs of production 
and from the upward leverage exerted by the demand for sterling goods by 
countries short of dollars. The emergence of buyers’ market conditions over 
alarge part of the world and the growing shortage of sterling in many: countries 
may have the necessary corrective effect. If and when that occurs, conditional 
convertibility for sterling may well become practical politics. 
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Credit Policy in the United States 
By F. E. Daniels 


[ the end of April the Federal Reserve Board made the first general 
relaxation of bank reserve requirements since 1941, and thus reversed 
the mildly restrictive credit policy pursued since 1946. This abrupt 
ange in official policy, made at a time when spokesmen for other Government 
ncies, and President Truman himself, were still asserting the need for 
selective "’ controls against a possible return of inflationary pressure, was, 
{ course, related to the downward trend in production and prices, incomes 
incl employment which has persisted since the turn of the year. But so broad 
an expansionist move was unexpected, in view of earlier comments by spokes- 
men for the Reserve Board. Steps to lighten the rigour of the selective controls 
were taken first in March, when the Board announced easier terms for the 
control of instalment finance (retail credits), a step which was quickly supple- 
mented by a sharp reduction in “ margin requirements ’’ for stock market 
transactions 
At that time, Mr. Marriner Eccles (formerly chairman of the Board of 
Governors of the Reserve System, and now a sentor member of that Board) 
h st official recognition that the United States had been facing 
recession “ for many months past ". But, he continued, it was no part of the 
(sovernment’s t: ai to sti rbilize the economy at such an early stage in the retreat 
from the boom level of prices and production reached in the post-war period. 
sovernment “ would hold in reserve other cushions and props in order 
at the proper time ” 

sequent decision to pursue an easy credit policy was made with 
surprising speed. [In part, it may have illo from a desire to impress 
Congress with the fact that the Reserve Board does not move in a one-way 
street, and that, in the words of its chairman (Mr. Thomas B. McCabe), “ regula- 
tions should be tightened or relaxed as economic conditions require ’’. Almost 
throughout the post-war period, the Board has pressed consistentiy for greater 
powers of credit control, only to be met by persistent opposition from Congress, 
which is always reluctant to extend the power of the authorities over the 
banking system, and which in recent months has reflected the very widespread 
view that economic conditions could no longer be held to justify the demand 

for an extension of credit controls. 
The temporary powers granted by Congress last summer (which will lapse 
1 June 30 unless specifically renewed) enabled the Board to raise the reserve 
requirements of the commercial banks by the equivalent of about $2 billions. 
Last month’s relaxation freed cash reserves to the extent of about $1 billion. 
By this step, the Reserve Board may have persuaded Congress that its tem- 
porary authority would be used with “ caution, discrimination, and good 
sense’. At least, that phrase was used in an appreciation of the Reserve 
Board’s policy by Senator Maybank, chairman of the Banking and Currency 
Committee, whose influence on Congress may well be decisive, and who normally 
travels away from, rather than towards, an approval of official controls. At 
the time of writing, the final votes have not been taken in Congress ; but the 
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Reserve Board certainly won new friends and gained new influence in Congress 
by its decision that the time was ripe for a renewal of credit expansion. 

It remains to be seen how far the release of free cash reserves can prevent 
any unduly sharp or disorderly retreat in prices and production. Certainly, 
the authorities have no wish to restore the full vigour of the post-war boom ; 
but most economic observers in the United States appear to hold the view 
that monetary policy alone can be scarcely more than permissive for purposes 
of expansion. There is no doubt, however, that the Truman Administration 
stands pledged to a renewal of v igorous pump-priming by fiscal means as and 
when fresh deflationary tendencies develop. The first general move for an 
expansion of bank credit may, as noted above, have derived partly from 

‘political *’ motives ; but it may be taken, none the less, as a recognition that 

such support could be given without any fear of a return to the inflationary 
pressure so manifest during most of 1948. 
_ In the short run, the only effect of the expansion of banking funds must be 
to cause a renewal of buying pressure for long-term Government securities, 
for bank advances have been falling steeply since last December. Mr. Thomas 
McCabe estimated the decline in the first four months of 1949 at $1.5 billions. 
The commercial banks, finding themselves with an unexpected surplus in the 
shape of additional free reserves, and with no readily available channel for their 
profitable employment except in the Bond market, were bound to revive their 
earlier aqyaite for long-term Treasury bonds. 

This condition must persist so long as current savings exceed capital 
formation, and industrial borrowers persist in their recent tendency to repay 
existing loans on maturity. At some later stage the Treasury’s own demands 
may supply an appre -ciable outlet for banking funds, but at present the credit 
effects of any lederal deficit are more than offset by the surplus arising from 
the operations of trust and agency funds administered by the Government. 
For the time being, therefore, it seems that the task of the Reserve System— 
the somewhat paradoxical task—is to prevent an unduly rapid rise in the 
market for long-term Treasuries by selling bonds from its own portfolio to the 
commercial banks ; in other words, to mop up a substantial part of the funds 
which it has itself released by the reduction in legal reserve ratios. 

In these efforts, which cannot yet be documented by any precise figures, 
the problem of the Reserve Board is complicated by precisely the same limita- 
tions which handicapped its open market operations during earlier phases of 
inflationary pressure. The Board’s sales of bonds are conditioned by its own 
portfolio and by Treasury regulations which govern the “ eligibility” of 
longer term maturities available for the use of the commercial banks. Since 
credit conditions are likely to ease further so long as the deflationary trend 
persists in business, the remedy for this anomalous position lies in a relaxation 
of the present regulations governing the “ eligibility ’’ of Treasury bonds. In 
tecent weeks it has been repeatedly reported that the Treasury will revise 
its eligibility restrictions on longer term maturities, or will permit the com- 
mercial banks to invest in the special series of savings bonds. 

The immediate task, then, is to ensure that the unused balances of the 
commercial banking system (the so-called “‘ excess’’ reserves) do not dis- 
organize the bond market by imposing an unduly heavy downward pressure 
on the long-term rate of interest. The effects and tactics of this reversal in 
credit policy may be paradoxical, but not more so than the dilemma in which 
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the authorities involved themselves during the period of post-war inflation, 
when they sought to apply some measure of restraint by raising short- -term 
rates but were much concerned to prevent any repercussions upon the market 
for long-term Government bonds—and so maintained the “ peg ”’ at 2} per cent 

Although 1948 was a year of which the Department of Commerce could 
record that its closing months saw a “ rather impressive shift away from ap 
inflationary position ’’, it was also a period of marked prosperity and activity 
in which the physical volume of production, farm output, employment, gros 
national product, and very many commodity prices, reached new peak level 
for the post-war period. It was, therefore, a year in which the monetary 
authorities were preoccupied for most of the time by the persistence of infla- 
tionary pressure, and—as an article in THE BANKER put it at the outset— 

‘ by the desperate desire to stay a boom of unprecedented proportions without 
bringing any discomfort to producers, manufacturers, consumers—or voters ”* 

Official policy then was already rigid in its msistence that, whatever might 
be the pace and scope of the boom in production and prices, it was impossible 
to permit the price of Government securities to be determined by the free 
play of market forces. It is true that sharply conflicting views became apparent 
from time to time: Mr. Marriner Eccles stepped down from his position as 
chairman of the Board of Governors of the Reserve System when his insistent 
pleas for greater powers of credit control were rejected ; and the year als 
witnessed an open clash between the Treasury and the Reserve Board on the 
issue Of short-term money rates. 

But while Mr. Eccles sustained his pleas for substantially higher reserve 
requirements (and subsequently received the full backing of President Truman 
he has never been willing to abandon the “ peg” on long-term Government 
bonds. In December, 1947, for example, he declared : 


it is not only desirable, but essential, in the opinion of the Treasury and of the 
Reserve System, that the established rate on long-term marketable securities be 
maintained. 


Similarly, in January of last year, Mr. Alan Sproul, President of the Federal 
Reserve Bank of New York, and vice-chairman of the Open Market Committee 
of the Reserve System, said : 


Government would be likely to find an almost ‘‘ bottomless market "’ on the first 
day support was withdrawn. A rapid descent in prices, going far beyond any 
question of the Government’s credit (which is high) or relative interest rates would 
be most likely. Refunding operations would be made difficult, and private security 
markets would be seriously affected. In the face of a Federal debt of over $250 
billions, and with a high-consumption, high-employment economy, we cannot treat 
the Government security market as we might a $50 million issue of a corporation 


In 1948, the resurgence of inflationary pressure was, however, met by a 
modest upward adjustment of short-term money rates and by a modest 
increase in the reserve ratios enforced upon the commercial banks. The position 
of the Reserve authorities was also reinforced by a substantial cash surplus 
on Government account (concentrated mainly in the first quarter of the year 
when the flow of tax receipts to the Treasury reached its seasonal peak). These 
factors together did exert a mild restraint upon the expansion of banking 





* See “' U.S. Monetary Policy——-Deflation Ahead ?”’ in Taz BANKER for January, 1948. 
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credit. So svon as the flow of tax revenues to the Treasury abated, however, 
the Reserve Board was faced with a situation in which—given the tenderness 
towards the {jong-term bond market—it could exert no consistent pressure for 
restriction : any substantial volume of sales from its own portfolio to the 
commercial banks would quickly reduce the price of long-term Treasuries to 
the levels at which its “‘ pegs ’’ were operating to secure the long-term rate of 
2} per cent. Pressure upon the long-term market in fact fluctuated sharply 
during the year, as the commercial banks and other institutional investors 
were moved by the more attractive rates for short-term Treasuries, or by the 
fear that the authorities would be unable, or would eventually become un- 
willing, to protect the long-term rate. While the authorities weathered a heavy 

storm of selling in long-term Treasuries during last autumn-—and successfully 
fiset a substantial part of its resultant purchases by returning short-term 


CHANGES IN{MEMBER BANK RESERVES 
Dec. 31, Dec. 31, Change on 
1947 1948 year 
Causes of wcrease in reserves . ({n million dollars) 
Monetary gold stock oe », saree 24,244 + £,490 
Treasury currency outstanding 7 ; 4,502 4,589 + 27 
Reserve Bank credit ‘a ., a .» gee" 24,097 + 916 


Total (4) . a ° .. 50,497 52,930 + 2,433 


Causes of decline in reserves 
Money in circulation eit , oa si 28,805 23,22 - 644 
Treasury cash and deposits ; - ai 2,200 
Non-member deposits : ; - od 1,524 


Total (8) : ‘ ; i -» 32,598 
Member bank reserves (.4——B) * we 17,899 
Legal requirements ‘ ‘ bod s+ 16,400 


* Excess " reserves ‘ ; : an 1,499 


* With the decline in note circulation, & becomes a positive item in assessing reserves. 


maturities to the commercial banks—the net result of these operations was 
that the Reserve Board was unable to prevent the total volume of bank 
reserves from rising by an amount substantially greater se the inflow of 
monetary gold—during a period of intense inflationary pressure. These effects 
are plainly shown in the accompanying table. 

The volume of “‘ excess ’”’ reserves, it is true, was checked by the increase 
in reserve requirements. But any policy more forceful than this decidedly 
modest measure of restraint was ruled out by the conviction that any easing, 
however slight, in the price of long-term Treasuries would precipitate a cumu- 
lative and uncontrollable decline, and would set in motion a pronounced and 
prolonged process of deflation throughout the economy. 

Here and there, in America as on this side of the Atlantic, influential voices 
have been raised against the neo-Keynesian technique of monetary policy in 
the post-war era. One of the most forceful advocates of an “ orderly retreat ’ 
from the Government ‘‘ pegs” for long-term Treasuries has been Mr. R. C. 
Leffingwell, chairman of the board of J. P. Morgan & Company. Mr. Leffingwell 
is a Vigorous critic of control by the mechanism of reserve requirements, and 
has declared his belief that the dual policy of restraining inflation while ‘“‘ pro- 
tecting the long-term rate” is a task “ fit only for Sisyphus "’. He has been 
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jomed by some commercial bankers and by spokesmen for insurance companies 

whose views, however, are admittedly coloured more by the imme diate require- 
ments of their particular companies than by a general appraisal of the problems 
attaching to debt management and credit control. 

Despite these lone voices, the pattern of post-war monetary policy has won 
a surprisingly unanimous measure of consent. Insofar as the Treasury and the 
Reserve Board find a fairly general support for their assumption that tradj- 
tional means of credit restriction cannot be used without provoking a violent 
trade recession, they ought, logically, to be able to command comparable 
support for alternative means of restraining inflationary pressures—not only 
higher tax rates but such “ selective controls” as price and wage fixing, and 
the allocation of scarce materials. It is quite impossible, for example, to 
sustain free markets at a time when housing, defence, and foreign relief pro- 
grammes are superimposed upon a high level of consumption demand in a 
highly liquid economy—unless the authorities are prepared to tolerate the 
inflationary consequences of maintaining, even in such circumstances, a 
monetary policy which removes any real distinction between the longest-term 
maturities and ready cash. 

While Mr. Truman’s Administration recognized the need for such controls 
and for higher tax rates—given the avoidance of effective monetary 
methods of control—it has never begun to measure the national resources in 
terms of foreign and domestic demand, it has never assumed the effective 
co-ordination of public loan policies, and it has never given sufficient weight 
to the formidable political obstacles which impede any extension of direct 
controls. 

Moreover, it did not seem to have realized that its own particular panacea 
for the inflationary condition which ruled until recently—the progressive 
reinforcement of the Reserve Board’s powers of control—would have involved 
an increasingly stringent regimentation not only of the commercial banks, but 
of all other institutional investors. Towards the end of 1947, Mr. Eccles aroused 
keen antagonism among commercial bankers by his proposal that higher reserve 
requirements (extending not only to member banks of the Reserve System 
but to all banks insured by the Fe sderal Deposit Insurance C orporation) should 
be buttressed by a system of “ secondary reserves’”’ in the form of short- 
term Notes, Certificates, and Treasury Bills. In the past year it was perceived 
that an enforced and artificial stability in the bond market through a period 
of inflation would eventually entail a comparable measure of control over the 
holdings of insurance companies and other non-bank institutions ; it was the 
selling from these sources which, during the closing months of 1948, brought 
so severe a strain on the capacity of the Reserve System to absorb long-term 
Treasuries. 

In severe inflationary conditions, bond market stability in the absolute 
sense in which it is sought in the United States can only mean that the Gover- 
ment must ensure, by one means or another, that no more than a relatively 
small volume of Treasury bonds changes hands within any short-term period. 
The means canvassed by the more enthusiz istic advocates of “‘ stability ’’ have 
ranged from “ one hundred per cent.” reserve requirements against all new 
deposits created by the sale of long-term Treasuries by non-bank institutional 
holders, to a general recasting of the Federal debt. This last far-fetched 
‘solution ” contemplated funding on a basis which would force these institu- 
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tions into a simple choice between commercial securities and short-term 
Government securities or non-marketable Treasuries incorporating “‘ effectiv: 
and highly inconvenient) restraints upon encashment at times when it would 
embarrass the Treasury. 

There is the further suggestion that the Treasury and the Reserve Board 
should be empowered to convert any maturities accruing from open market 

rations into whatever form is deemed most suitable for the pursuit of such 
operations. This is at least a rational proposal, given the limitation, already 
noted, which the eligibility rules have imposed on official policy. In 1946-47, 
a shortage of longer-term issues in the Reserve Board’s portfolio prevented 
closer control of the downward pressure then apparent on long-term rates. 
Last year, with a reversal of this, buying movement, the short-term portfolio 
was heavily depleted, and some observers thought it would be only a matter 
of months before the Reserve Board became unable to offset its purchases of 
long-term maturities by sales of short-term bonds, and would thus lose all 
elective control over banking reserves. Over the past three years, with a 
change of not much more than $1 billion in total holdings of Treasury bonds 
by the Reserve System, the portfolio of short-term Notes and Certificates was 
almost halved at $12 billion. The holding of longer-term maturities has 


LOANS AND INVESTMENTS OF COMMERCIAL BANKS 
(In billions of dollars) 


U.S. Government Total loans 
loans securities and investments 
4} 
1929 30.0 4.6 49.5 
1939 : 2 16, ; 40.7 
1945 ; 260 Go. i24. 
1940 ; 31. 74- 114. 


! 
I 
1947 ‘ 3 35.1 09.: FIO, 
1945 . ia 42.7 62.: 114.3 
Includes other securities. 


shown a corresponding expansion, although, given present regulations, there 
s still a relative shortage of bonds available for the commercial banks. 

In the light of all these suggestions, there is no further need to stress the 
Sisyphean nature of the task undertaken by the Treasury and the Reserve 
Board in its defence of bond market stability. But the problem as it presents 
itself now, though still concerned with bond market stabilization, is in fact 
the opposite of that which caused so much discussion last year. At the time 
of writing, final figures for bank loans for the first four months of 1949 are 
not yet available. Partial returns (covering the weekly reporting members of 
the Reserve System) indicate, however, that there has been a decidedly sharp 
contraction. On December 29, outstanding loans by these banks tctalled 
$25.6 billions, and commercial and farm loans $15.6 billions. By early last month, 
as already noted, business and farm loans had fallen by $1.5 billion. Under 
these conditions, the Reserve Board need be no longer preoccupied with the 
problem of ‘‘ debt monetization "’ or with the regimentation of Bond port- 
folios. Yet it is still insisting that legal reserve requirements should be retained 
at the highest levels, and it is still challenging the authority of State govern- 
ments to retain control of non-member banks—which suggests that the i incon- 
sstencies in policy are likely to be no less marked in a phase of business 
recession than they have been in one of boom. 
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Casale Exchange eile 
By G. S. Dorrance 


GLANCE at the first page of the 1948 report of the Canadian Foreign 
A Exchange Control Board* shows the frequent changes of fortune which 
~have faced that Dominion’s financial authorities since the Board was 
established on September 15, 1939. It is instructive to recall briefly the succes. 
sive phases. There was the lull of the first autumn of war, when the gold and 
U.S. dollar reserves were stable at about $400 millions. With the end of the 
phoney war’’, yet a continuance of United States neutrality, the demands 
of Canadian war production ate into the assets and by the end of 1941 they 
had fallen dangerously below $200 millions. But after the attack on the 
United States and the ‘“‘ Hyde Park Arrangements ’’, which were the equivalent 
of “ Lend Lease” to Canada, the picture altered ; by the end of 1943 the 
relatively comfortable total of $650 millions had been reached. From then 
until the end of the war Canadian production of raw materials and manv- 
factures for United States armament combined with a heavy capital inflow 
to increase these holdings until they passed the $1,500 millions point in late 
1945. The ease of this position was indicated by the appreciation of the 
Canadian dollar in 1946. However, trouble immediately started. By the 
e nd of 1946, Canada’s foreign reserves had fallen by about $250 millions from 
heir peak. The real debacle came in 1947, when they were more than cut in 
half declining by $743 millions to $502 millions. In 1948 the trend was 
again reversed: at the end of last December they almost touched $1,000 
millions, and by March 31 last had climbed to $1,067 millions. Now, in mid- 
1949, another swing of the pendulum is threatened. Its approach can be 
discerned from the analysis made in the Exchange Control Board’s report 
three months or so ago ; but since “4 , as will be shown, the danger has been 
increased by the suspension of E.C.A. allocations of dollars for “ offshore” 
purchases of wheat. 

In the circumstances, the reasons for the striking improvement of the 

picture in 1948 deserve particular scrutiny. They are indicated in Table I. 
If the decline in reserves of $743 millions in 1947 is added to the increase of 
$496 millions in 1948, the total improvement in the latter year appears as 
$1,239 millions. By far the largest part of this is accounted for by the decrease 
of $734 millions in the current account deficit with the United States. This, 
tos gether with the decline of $150 millions in Canada’s net capital payments 
to the United States and the loan of $150 millions raised by the Canadian 
Government, would have wiped out the deficit of the previous year and provided 
. surplus of $364 millions in 1948. The remaining $132 millions by which the 
accounts actually improved was made up by additional net receipts of $92 
millions from the ste rling area and $40 millions from other countries. 

The underlying reason for this reversal in fortunes lay in a remarkable 
change in the balance of payments as a whole—in capital as well as current 
items. Whereas in 1947 the current account had shown only a very small 
surplus, in 1948 the net receipt rose by over $400 millions, as Table II shows. 
Even more striking was the change in the « capital account ; the net payments 





* Annual R ert to the Minister of Sian Ottawa, Sneath r, 1949 
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which had totalled almost $800 millions in 1947 were eliminated, and there 
was even a small net receipt. Most of the improvement on current account 
arose from a considerably greater expansion of exports than of imports. 
Qwing to the Canadian method of valuing exports and imports,* this change 
is also reflected in the freight figures. In addition, gold production rose by 
$20 millions, while restrictions on travel in the United States produced a 
decline of $45 millions in tourist expenditure. On capital account the Canadian 
authorities were obviously cutting their coats more realistically to fit their 
cloth. Not only did the Government take the precautionary step of borrowing 
$150 millions from a group of American insurance companies in August, but 
it also drastically reduced its foreign lending. The most radical step was the 

TABLE I 

CHANGES IN CANADA’S FOREIGN RESERVES § 
($ millions) 
1947 

Reserves at beginning of year 


Current deficit with U.S.A. oF = 1,135 
Government Borrowing in U.S.A ses ae 
Other Capital Transactions with U.S.A ; - 172 


87 


| ay 

| rnwno 
> 
° 


Ww 


wu wa 


NM 


Current Surplus with Sterling Area 
Loans to Ste rling Area .. ; isa 423 
Other Capital Transactions with Ste ling x Area 54 


{vw 


| 


Current surplus with Other Countries , 346 
Net Loans to Other Countries... se *s - £40 
Relief Contributions ‘ ze oud 38 
Other Capital T ransactions. ; i 35 
Contributions to 1.M.F. 


Net Change in Reserves 


Reserves at End of Year 


§ Exchange Fund Account and Beak of C snails : 
Gold , 
us. dollars 
Other Government of Canada Ac¢ sounts 
U.S. dollars 


TOTAL 


inal freezing of the loan to the United Kingdom in April, 1948,+ but assistance 
to other countries was drastically reduced, and re demptions of foreign-owned 
Canadian securities were also much smaller in 1948 than in 1947. Finally, the 
capital inflow—which had dried up in late 1946 and 1947 when troubles 
started—was renewed. 

The improvement in the U.S. dollar position was only partly due to the 
exchange conservation measures adopted in the autumn of 1947{. Table III 
shows the ke y figures in Canada’s balance of payments with the United States. 
The decline in mmports of $50 millions was overshadowed by the increase in 





* Many counmoditics are valued at their point of origin in C anada, so > that rail freight to the 
Canadian port is included as a freight receipt. : 

t Since January last, new drawings on this loan have been permitted at the rate of $10 millions 
per month. 


3} See “Canada Tackles Dollar Crisis’ in THe BANKER for June, 1943 
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exports by $450 millions—a movement partly attributable to the relaxation 
of export controls previously imposed to ensure shipment to war-dainaged 
countries rather than to the more profitable United States market. Canada’s 
trade with the sterling area, as will be seen from Table LV, showed a 10 per 
cent. decline in exports and more than a 33 per cent. increase in imports. 
With ‘“ Other’ countries (Table V) there was a small decline in Canadian 
exports and a slight increase in imports. 

This breakdown of the figures shows some reduction in the top-heaviness 
of Canada’s overseas payments structure, but the familiar pattern is stil] 
apparent—a heavy U.S. dollar deficit side by side with large surpluses else- 
where. In the early post-war years, as is well-known, these surpluses were 


TABLE II 
CANADA’S BALANCE OF PAYMENTS WITH ALL COUNTRIES 
($ millions) 
1947 1948 Change 
Merchandise Exports a . 2,723 3,030 : 
Merchandise Imports os wi Pe i 2,535 2,598 


Trade Balance pa ; ia 188 432 
Freight Receipts (net) _ i wi ‘ia $3 44 62 
Gold 8 ar ae ae ‘in 99 119 


Merchandise, Freight and Gold Balance or 331 613 
Fourist Receipts (net) : a — “a 84 150 
interest and Dividends (net) - - 275 255 
Other Transactions (net) .. ; — 55 30 


Current Account Balance ie 85 472 
Relief Shipments ; he - 38 Se 


Net Current Receipts .. . 7 453 


Government Borrowing 

Government Loans (net) 

Net Retirement of Canadian Securities 
Other Capital 


Net Capita] Balance .. ie oa + 43 


Totat BALANCE ‘ : es - 496 


sustained by Canada’s programme of assistance for European reconstruction 
—primarily, the $1,250 millions credit to the United Kingdom, but in addition 
the following amounts were lent (in the period to end-1947) : 


$ mns. 


France a si 4 - i oa wa 210 
Netherlands (and N.E.I.) me “he aie a 120 
Belgium .. ae ae oa ao ssi = 66 
China aa se : : a ma 34 
Norway ‘ ais es ws as aes wi 20 


2 


Czechoslovakia .. re nie SP $4 a 12 
.S.e we. os oi - ‘a “—- ie er 12 


474 


This lending was a continuation of the ‘‘ mutual aid’ arrangements which 
operated during the war, when, however, large scale investment by the United 
States in Canada had covered the Dominion’s hard currency requirements. 
In the post-war period this aid was lacking; moreover, the European pro- 
gramme compelled the Canadian Government to restrict exports to the 
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United States of many agricultural products. During 1945, following the 
gvere depletion of the reserves in the previous year, some of these measures 
had to be reversed ; the loan programme was itself restricted, while in August 
most of the export restrictions were lifted. The resultant diversion of exports 
from the European to the higher-price American market was largely responsible 
for the increase in their aggregate value, since their volume appears to have 
heen roughly constant. On the other hand, the increase in the volume of 
imports from the sterling area and other countries was not sufficient to make 
sod the loss of imports resulting from the restrictions imposed on purchases 
fom the United States. Total import volume appears to have been about 
gper cent. less in 1948 than 1947. 

These various factors produced a rather striking change in the geographical 
listribution of trade, as Table VI shows. In 1947 the distribution of exports 
had been very close to its pre-war pattern, whereas in 1948 there was a marked 
shift towards the American market. A converse adjustment occurred in 
imports. In 1947 Canada had been more dependent on the United States 
than ever before ; this dependence was somewhat relieved in 1948, although 


TABLE III 
CANADA’S BALANCE OF PAYMENTS WITH THE UNITED STATES 
($ millions) 
1947 1948 Change 
Merchandise Exports 1,061 1,508 + 447 
Merchandise Imports .. ; 1,951 1,707 154 


Trade Balance .. ; ; ; S90 28 - 601 
Freight Payments (net) ay a 117 34 33 
Gold ar . ' : ; 99 + 20 


Merchandise Freight and Gold Balanc« 908 25 + 654 
Tourist Receipts . 241 27 - 20 
Interest and Dividend Pay ments a ; a 274 
Other Payments (net) .. ne ar ne 194 


Net Balance a ats Pr 1,135 


(anada was still buying proportionately more from the United States than 
before the war. The sterling area had shown itself incapable, as vet, of regaining 
its former place in the Canadian market. 

At first glance, the results of Marshall Aid appear to have had little effect 
m the Canadian accounts. The $775 millions of convertible foreign exchange 
made available to Canada by purchases by the sterling area and other countries 
was only $137 millions greater than in 1947. However, the reserves and other 
sources from which these expenditures had been met in that year were practi- 
cally non-existent in 1948. Had there been no E.R.P., the countries concerned 
would probably have had to reduce their Canadian expenditure by almost the 
full amount of the above figure. Had this happened, the Canadian accounts 
might easily have shown a deficit. In addition, in the absence of E:R.P., it 
S most unlikely that the U.S. market for Canadian agricultural products 
would have been nearly so buoyant. 

One other aspect of the accounts deserves to be noted. The Canadian 
authorities had hoped that the war-time developments would have altered 
the balance in Canada’s exports away from agricultural and semi-finished 
goods towards finished goods, thereby making the economy less subject to 
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world economic fluctuations. Table VII gives little indication that suc} 
hopes may be fulfilled. The biggest increase has occurred in the wood product; 
group, owing largely to the rise in newsprint prices. It is doubtful, however 
if newsprint will long remain at its present price ($100 per ton), which j 
exactly twice its pre-war level. On the whole, it appears most likely that for 
some time to come Canadian export trade will have to be primarily dependent 
on the pre-war staple products. 

What does the future hold for the Canadian foreign exchange position? 
{n his budget speech on March 22 the Canadian Minister of Finance announced 


TaBLE IV 
CANADA'S BALANCE OF PAYMENTS WITH THE STERLING AREA 
($ millions) 
1947 1945 Change 
Merchandise Exports re 1,015 990 — 119 
Merchandise [Imports ‘ ‘ 342 - 479 - 137 


rade Balance ; , : 73 517 - 256 
Freight Receipts (net) aia 16 , —- 19 
Other Transactions (net) 15 + 18 


Total ; 374 O17 - 237 


that the reserve had reached $1,065 millions, which he considered to be 
‘nearly adequate’. Canada is no longer face to face with an exchange 
crisis. Over the next few years, however, the prospect is less settled. The 
United States market, which so greatly eased Canada’s exchange position in 1948, 
is not likely to be as profitable during the next few years. Indeed, it would not 
be surprising if Canadian sales in the near future dropped to some 10 per cent. 
below their 1948 level ($1,500 millions). It this decline occurs, it will be offset 
to some extent by a decline in Canadian imports. Probably a comparable 


TABLE \V 
CANADA’S BALANCE OF PAYMENTS WiTH OTHER COUNTRIES 
($ millions) 
1947 1948 Change 
Merchandise Exports a fe 547 526 — 2 
Merchandise Imports - ‘ 242 322 
305 204 
All Other Transactions (net) ‘ 4 52 
340 250 
Relief Shipments : a ; 38 


Net Current Receipts 305 37 sam 


decline here would be 5 per cent. (from last year’s level of $1,800 millions). 
On this basis, Canada’s balance of payments with the United States would be 
$50-$60 millions more unfe ivourable than in 1948, showing a deficit of some 
$450 millions. Last year’s deficit was financed by the receipt of convertible 
exchange from other countries. Will this be available in the future? The 
indications here are by no means clear.* The most ominous among them is the 
recent action of the E.C.A. in requesting the British Government to refrain 
from using any E.R.P. dollars for the purchase of wheat in Canada. The 





° See ‘ ‘ Britain, ‘Canada and Wheat,” The Economist, May 7, 1949. 
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(anadian authorities apparently hope that Britain will be able to use Marshall 
Aid funds for the purchase of other goods (base metals, etc.) in Canada or that 
it will be able to finance through E.C.A. other purchases (from the United 
States and other hard currency areas) at present made with “ earned ”’ dollars, 
thus leaving more free dollars to finance Britain’s purchases under the Canadian 
yheat contract. With the spread of the American price declines to other 
goods, it is questionable if the first of these courses will be open for long. 
There may also be limits to the second course. If “ off-shore ” purchases were 
to cease, it would be impossible for the sterling area to continue to provide 
(anada with the same volume of convertible exchange as last year. To do 
TABLE VI 
GEOGRAPHICAL COMPOSITION OF CANADA'S TRADE 

1935-39 1947 1945 

Exports to of of of 

U.S.A. : 37 39 50 

Sterling Area ‘ 47 4) 33 

Other Countries 16 20 17 

Imports from 

U.S.A. 61 17 
Sterling Area . ‘ 29 3 15 
Other Countries 10 ° 13 


6g 


~ would involve the surrender to Canada of two-thirds of Britain’s expected 
receipts from exports to the United States (after deducting the net deficit on 
invisible account). So drastic a change in the pattern of E.R.P. is perhaps 
unlikely, but it is clear that Canada needs to be prepared for a decline in the 
fow of convertible currency from the sterling area. If these receipts dropped 
to half their 1948 level, some $300 millions would have to be added to the 
increase in the U.S. deficit already postulated. Even so—and allowing for the 
fact that the reserve will presumably not be buttressed by further borrowing 
in the United States—it is possible that the total Canadian reserves may 
remain fairly stable during 1949. 


TaBLE VII 
DISTRIBUTION OF CANADIAN EXPORTS BY TYPES OF COMMODITY 
1938 1944 1946 1947 1948 
o/ 9 o/s 0, 


y 0/ 
° oO ° ° 


Wood, Wood Products and Paper ee 25 13 28 31 31 
Agricultural and Vegetable Products ve 24 21 25 25 21 
Non-Ferrous Metals and Products .. ue 21 10 11 It 13 
Animals and Animal Products ee roe 14 11 15 12 14 
[ron and its Products are cs ie 7 22 10 10 9 
Other Exports * ms eas 9 23 11 11 12 


. Including munitions, vehicles, ships, etc. 


This presumes, however, that the exchange conservation programme will 
continue. On April I, these restrictions were relaxed somewhat. As yet it 
is impossible to see what the result of this change in policy will be. If imports 
ise sufficiently to wipe out the total physical decline which occurred last 
year and if tourist expenditure also returns to its 1947 level, payments to the 
United States might increase by up to $325 millions. On this account alone, 
some decline in reserves is not unlikely. 

Now that the reserves are at a comfortable level, is it possible that they 
may decline for several years but then reach stability in consequence of the 
general reconstruction of world trade ? It seems most improbable that equi- 
librium will be thus attained. Canada has always relied on having a deficit 
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with the United States and a surplus with the rest of the world, particularly 
the sterling area. But the magnitudes involved are now incomparably greate, 
than before the war—total settlements in 1948 were about seven times thei 
pre-war size. This increase is out of all proportion to any increase in prices or 
contemplated increase in world trade. Evidently, Canada cannot expect the 
general reconstruction of the international economy alone to balance her 
multilateral accounts. It is obvious that she now has “ dollar ’’ problems— 
both in the short term and the long—very similar to those facing Westen 
Europe. 


Can South Africa Face Realities ? 
By Donald Farquharson 


JOHANNESBURG, May 3 


HERE is a saying in South Africa, “ alles sal reg kom ”’ (* all will come 
right ’’) which typifies more than any other the psychological mood of 
its inhabitants. When Paul Kruger coined the phrase he added “as 
elkeen sy plig doen ”’ (“ if each man does his duty ’’), but a history of miracles 
in this country has caused the appendage to be forgotten. After all, were not 
the Kimberley diamond discoveries followed by the finding of gold, first 
spasmodically at Barberton, then abundantly on the Rand ? And when, two 
decades ago, the world’s greatest goldfield was within sight of exhaustion, did 
not another miracle—a higher gold price—-come to rev olutionize the outlook: 

In short, majority opinion in South Africa still believes that the Union's 
present difficulties are a temporary affair ; that the clouds have golden linings 
which will shortly be revealed. Is not Mr. Havenga striving for a higher gold 
price ; and will not the Orange Free State shortly outpour its benefactions? 
Must not the United States and Britain soon bestir themselves to remove the 
causes of recent import restrictions by extending credits to this important 
export market ? Of course: ‘Alles sal reg kom ” ! 

It is probably an exaggeration to suggest that this is the mood of well- 
informed opinion. Mr. Havenga, Dr. de Kock, Dr. Holloway and many 
others who could be named must be well aware of the state of affairs and can 
be relied upon to take a realistic attitude. But between realism in attitude 
and appropriateness of measures taken, politics oft intervene. Such was the 
case when first the late Mr. Hofmeyr and then his successor as Finance Minister, 
Mr. Sturrock, postponed action on import restrictions in the face of last year's 
general election. Political expediency, dictated by the meagre Nationalist 
majority pivoted on Africaner Party support, doubtless also led to the relatively 
ineffective currency restrictions eventually imposed last November and, just 
in advance of the Provincial Council elections, to the further controls announced 
in February last. 

Mr. Havenga has to consider not only an electorate which, as has been 
said, believes in the next forthcoming miracle to pull the country’s chestnuts 
from the fire, but also his Cabinet colleagues, some of whom, one may suspect, 
think on somewhat similar lines. These are more than probable reasons for 
the relative ineffectiveness of the various measures he has taken—or, perhaps 
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more correctly, been allowed to take—both in regard to the Union's overseas 
trade balance and the country’s internal economy. 

Mr. Havenga’s stand earlier this year on the Constitutional issues must 
have greatly strengthened his position in the Cabinet, while the result of the 
Provincial Council elections last March—fought on national as against pro- 
vincial issues—duly confirmed the Government in power. It may be wondered, 
therefore, why the Finance Minister has not been able to exert stronger pressure 
on the Cabinet and why the latter, in its turn, has not allowed him greater 
liberty of action on matters unpalatable to the electorate. One cannot, 
therefore, entirely escape the suspicion that perhaps Mr. Havenga, too, has 
succumbed to the nation’s slogan: “‘Alles sal reg kom”’. This, if so, would 
be a bitter pill indeed for those to swallow who see in him an upholder of 
wthodox finance and a man of realistic vision. 

Let us examine the steps that have been taken since this Government 
came into power a year ago—and their effectiveness—in relation to South 
Africa's balance of payments “ crisis’’ and her internal economy. At the 
time when last November’s first import restrictions were imposed (they were, 
mainly, dollar exchange restrictions aimed almost entirely at checking the 
gold outflow) the Union had been losing gold at the rate of some £8.8 millions 
and sterling at £5.5 millions per month: a total of some {14.3 millions of 
foreign exchange per month over the preceding five months. 

The transparent ineptitude of those restrictions soon became manifest. 
Despite Governmental exhortations, importers quickly switched from dollar 
to sterling purchases so that, over the following three months, the monthly 
gold outflow was reduced to some {0.3 million whereas sterling losses increased 
to some {12 millions: a total of {12.3 millions in all, or only £2 millions a 
month less than during former months. 

Helped to some extent by the dollar proceeds of a record wool clip, the 
Reserve Bank’s gold holdings during the current calendar year have remained 
fairly steady at between {40 and £45 millions. Sterling balances, however, as 
we have seen, have steadily deteriorated to reach a recent low ebb of some 
{2 millions. From early April recourse was had to sterling drawings against 
the Union’s £80 millions gold loan to Britain, the total withdrawals to date 
aggregating some £30 millions. The current rate of foreign exchange outflow 
is consequently of the order of some {17 millions monthly, indicating an 
increased tempo which no doubt reflects the rush of “‘ forestalling ’’ purchases, 
but which, unless stemmed in the immediate future, will exhaust the Union’s 
gold and foreign exchange reserves by the end of the current year. That is to 
say nothing of the ‘‘ uncovering ” of the Reserve Bank’s ratio which, recently 
reduced to 25 per cent., is openly and unashamedly expected temporarily to 
drop below datum in the near future. 

_ All eyes are therefore turned on the restrictions that are due to operate 
in the second half of 1949. Importers are apprehensive about their probable 
severity. Wellwishers of the Union are equally concerned lest this last oppor- 
tunity is missed of putting paid to former profligacy. 

_ The basic disequilibrium in South Africa’s balance of payments equation 
is evident from the fact that, last year, her imports amounted to £360 millions 
(dollar £150 millions, sterling £120 millions, other £90 millions) against exports 
(including approximately {100 millions current gold production) of {£240 
millions, Failing the country’s ability greatly to increase exports—a matter 
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later discussed—that is the extent of the gap which has to be closed by cyr. 
tailing imports, by further drafts on reserves—or by borrowing abroad. |t 
has been estimated that the Prohibited List, in its original and subsequently 
greatly extended form, will have been effective to the extent of some {15 
millions of foreign exchange savings in the first half of this year. A continuance 
of this rate of saving implies the requirement to bring down the balance of 
imports by some {100 millions in a full year, and it is confidently expected 
that an awakened realism of the country’s plight will be evident in the applica- 
tion of increased restrictions to come into force on July 1 next. It is expected 
that there will be a2 more comprehensive prohibited list than the present one. 
and that permitted imports will be controlled by entry permits. These quotas 
will be allotted to import panels within each group of industries on a basis 
proportionate to 1948 imports. Importers who have tried to “ beat the gun 

have been warned that they stand to suffer conse que ntially. Nevertheless, a 
number are known to have preferred a bird in the he and. 

It is understood to be the Government’s intention to reduce total imports 
during the second half of this year (i.e. excluding entries previously ordered) 
to £55 millions, comprising £30 millions from non-sterling and £25 millions 
from sterling area sources. Such a scale of “‘ austerity ’’ as is thus implied will 
come as a very necessary corrective to the peoples of a country that knows 
not a jot of the meaning of the word. Mr. Eric Louw, Ministcr of Economic 
Affairs, does not expect the public to suffer seriously ior some time, on the 
ground that the distributing channels are overstocked ; but trade circles are 
by no means unanimously agreed about this.* 

So much for what may be termed the “ negative ”’ efforts to balance the 
external equation. What of the credit side of the balance-sheet, the efforts 
of Mr. Havenga and others to increase the value of the Union’s exports ’ 
Pride of place, without doubt, goes here to the Finance Minister’s almost 
fanatical protagonism for a higher price for South Africa’s overwhelming 
export, gold. His “‘ experiments ”’ in this direction have taken the two forms 
to which so much publicity has recently attached: first, the limited sale of 
semi-processed gold to Moccatta and Goldsmid, and, secondly, the decision to 
proceed with the fabrication of gold articles for export. It would appear from 
Mr. Havenga’s recent announcement of the results of his talks with M. Camille 
Gutt that the latter means of partaking in the gold “ grey ’’ market is the one 
from which further developments may shortly be confidently expected. 

It is not possible, at this stage, to assess the likely extent of South Africa's 
gold sales at premium prices ; they cannot, it is thought, be more than fractional 
in terms of total output. But it can be conjectured that the ultimate objective 
of Mr. Havenga’s pertinacity in face of an obdurate I.M.F. has been not merely 
the winning of this first round—which he has done, if only on technical points 
~but, rather, the attainment of general revision of currency parities. 

A longer term view of the Union’s revenue from gold production must take 
into account not only the primary unknown—the future price of gold i in terms 


6 The first forma] announcement of the impe nding regulations was made by the 3 acting 
Minister of Economic Affairs as this issue of THE BANKER was passing through the press. At the 
outset, no permits are to be issued for any finished consumers’ goods (unless ‘‘ highly essential ” 
for public health), and permits for essential raw materials, spare parts, etc., are to be at the rate of 
50 per cent. of 1948 imports if from sterling sources and 334 per cent. if from non-sterling sources. 
Sterling goods shipped before June 13 and non-sterling imports covered by existing exchange 
quotas and ordered before June 30 will be exempt from the new regulations.—Eb. 
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both of South African and other world currencies—but also such factors as the 
availability of labour, both European and native, the trend of working costs, 
the gradual but certain exhaustion of the older mines and the ability of new 
producers to replace declining output. 

For a comprehensive answer which takes account of all such factors, no 
better authority can be quoted than the Government Mining Engineer who, 
in a recent memorandum, has estimated that, based on current conditions 
with regard to gold price, labour, costs, etc., Free State gold production 
should begin to be effective during 1953, rising gradually to five million ounces 
by 1960 and to just under nine million ounces ten years thereafter. This will 
offset declining Rand production so that total Union output is estimated to 
rise slowly to reach the 15 millions mark in 1963 and a foreseeable peak of some 
16 million ounces in 1969. 

Evidently, the chances of expanding outputs by this route relate to the 
longer term. More immediately, the Union is attempting “ positively” to 
close the trade gap by increased exports of her other primary products, mainly 
coal and base metals. Railway truck shortages, hitherto a serious “ bottle- 
neck’, are being rapidly overcome, with the result that dollar earnings from 
these sources are already greatly improved and will further materially increase. 

Finally, there is the possibility of obtaining capital financing either from 
Britain or the United States, or from both. The recent failure of South African 
municipalities to raise loans in London has been ascribed to the reluctance of 
the British Treasury to release funds other than by repayment in sterling of 
the {80 millions gold loan. This, if a correct interpretation, would seem to 
imply that there is little prospect of substantial London finance in the early 
future. 

Expectations of capital assistance for the Union from America are increasing. 
There are now believed to be fair chances of obtaining in the near future a 
line-of-credit loan for specific projects such as railways, iron and steel, electri- 
city, adding up to some 100 million dollars, from the U.S. Export-Import 
Bank ; so that the loan that Mr. Eric Louw thought recently to have had “ in 
his pocket ’’ may in fact eventually materialize. 

Turning from the balance of payments dilemma to South Africa’s internal 
economy, there is found to be an almost equal disinclination to face realities, 
owing as much to the lack of truly-Crippsian economic courage as to the play 
of political forces. Mr. Havenga’s jealous guardianship of what he considers 
to be a correct and proper interest rate for Union loans was largely responsible 
for the near-failure of his 3} per cent. tap-loan last January which, only with 
the eventual support of the Public Debt Commissioner, brought in some £19 
millions. Interest will attach, in this connection, to the interest rate of any 
line-of-credit that the Export-Import Bank may grant—for its terms to date 
have ranged from 34 per cent. upwards. 

This year’s budget provided yet another instance of neglected opportunity. 
Politics should not have greatly entered into its contents, for the debate was 
opened a week after the Provincial Council elections. Yet it was a strictly 
balancing affair ; unimaginative to a degree. The Treasury acknowledgedly 
requires some £74 millions of capital funds this fiscal year. Mr. Havenga has 
budgeted to obtain {19 millions from Loan Account, some £20 millions from 
the Public Debt Commissioner and, so far, has not indicated whence he expects 
to derive the remaining £35 millions—beyond subsequently submitting pro- 
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posals for canalizing into Government channels by means of his Finance 
Corporation the large volume of capital allegedly lying idle in the Union. The 
backward state of South Africa’s national statistics precludes an accurate 
assessment of these funds. Despite much criticism of Dr. de Kock’s proposals 
for this project, the consensus of opinion among finance houses, the banks, 
insurance companies and building societies was apparently sufficient eventually 
to justify the Finance Minister in proceeding with his cherished plans. A Bill 
has already been tabled and is due to be passed this Session to enable the 
Corporation to start business. 

Mr. Havenga’s failure to produce a disinflationary budget and thereby 
kill more than two birds at one shot contrasts strangely with the Treasury's 
anxiety that the commercial banks should seriously restrict credit facilities. 
Political motives have been ascribed by members of the Gov ernment to an 
alleged overplaying of this card. Be that as it may, there is no question but 
that the banks have acted in accordance with their directives. This has had 
several repercussions, one of which has been the reduction—and even with- 
drawal—of deposits with building societies, who in turn have perforce had to 
restrict their housing loans on a quota basis. 

From Great Britain’s point of view, there are perhaps two outstanding 
factors in South Africa’s present predicament. The first, or short-term one, 
is the impact of import restrictions upon Britain’s export drive. The ratio of 
the Union’s foreign trade with the United Kingdom last year was as {120 
millions to £32 millions—i.e. as 3¢ is tor. In the absence of increased British 
confidence in this Dominion, tangibly expressed in the extension of credits 


for the financing of its undoubted ability to expand, such a ratio is unlikely 
to be repeated in the future. The second point, not entirely disconnected from 
the first, is that, despite much apparent present hesitation, the United States 
may at no far-off date decide, either nationally or through private channels, 
to purchase a stake in the Union’s vast economic resources, as also, inevitably, 
in her many unsolved future problems. 
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Scottish Banking Expansion 
By F. W. Forge 


HATEVER the economic prospect in Scotland—in shipbuilding and 
W woe of the associated trades it is, on a long view, none too bright— 

last year and the first months of this have produced an increase in 
prosperity rather than the reverse. This finds some reflection in the aggregate 
figures of the eight Scottish banks, which can now be analysed with a much 
shorter time-lag than was involved when these annual reviews were included 
in THE BANKER’S special Scottish Surveys in the November issues. The 
latest accounts cover periods ranging from the year ended September 30, 
1948, to that ended on April 2, 1949; and the weighted average of the eight 
periods corresponds fairly closely with the calendar year 1948. Insofar as 
comparisons are made with English banking figures, they are those for that 
period. 

Taking deposits first, it is still impossible to disentangle the transit items 
insome of the Scottish accounts, so that comparisons of aggregates have to be 
based on the “ gross ’’’ figures. These showed last year an increase of 6.7 per 
cent. for Scotland compared with one of 4.5 per cent. for England—both 
these increases being almost exactly the same as in 1947. In 1945, too, the 
Scottish expansion was appreciaDly larger than the English ; only in 1946, the 
period of the Daltonian inflation, was the rise north of the border less than 
that in the south—r1.6 per cent., against 17.4 per cent. In the last of these 
banking reviews, published in November, 1947, some other factors contributing 
to the slackening of credit expansion in Scotland were mentioned. It now 
seems that the balance has been restored ; over the whole period since the 
closing months of the war, there is no very decided difference between the 
increases shown by deposits in the two countries. Certainly there is, over the 
years, little or no justification in the figures for the assertion, still heard from 
time to time, that Scotland is losing deposits to London. How far, in fact, the 
deposits of the Scottish banks are kept in London, and may be said to originate 
there, is, however, a matter on which there are no statistical data. 

This expansion in Scottish deposits, amounting to {46.5 millions in the 
notional year 1948 (compared with {40.7 millions in 1947), has been accom- 
panied by a fall in the note circulation of the banks by {2.6 millions, or by 
some 3.7 per cent., to {66.9 millions. Changes in notes distort the percentage 
figures of various assets to deposits. This fall in notes followed a fractional 
decline in 1947 from the peak circulation of {70.6 millions shown in the accounts 
for the notional year 1946. For the four-week period to December 18, 1948, 
the circulation was some {66.7 millions, and 16 weeks later had risen by less 
than £500,000. In the Bank of England active note circulation, the corres- 
ponding movements were: in the year to last December, a decline from 
{1,349.7 millions to {1,293.1 millions, with a further fall to £1,280.6 millions 
by mid-April ; the estimated change in total circulating media during 1948 
was a decline from {1,450.2 millions to £1,310.2 millions. 

So far the picture presented by the banking figures in the two countries is 
broadly similar. When we come to consider the use to which the new funds 
have been put, we find that advances rose during the year by 16 per cent. in 
Scotland, compared with 14.3 per cent. in England. The total increase since 
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pre-war days remains, however, less than in the south and the proportion of 
total resources invested in this way is still inferior, at 19.6 per cent., compared 
with 22.4 per cent. At the same time, the latest figure suggests either a greater 
demand for accommodation in the north or else an easier attitude towards 
the requests coming forward. The former is the more probable explanation, 
The Glasgow Development Area has received some new industrial enterprises 
during the period, while others there have had to make adjustments to changing 
conditions. Despite one or two spectacular losses, the area seems to have been 
more successful in this adjustment than have some others ; no doubt the banks 
have contributed to this relatively satisfactory experience. The placing of 


















SCOTTISH BANKS—LIABILITIES 
(£ millions) 




















CAPITAL AND RESERVES DEPOsITS Latest 

1938 1946 1947 1948 1938 1946 1947 1948 Accounts 
Bank of Scotland .. 4.9 §.2 §.3 §.-7 37-9 89.1 87.9 94.1 28~2-49 
Royal Ne 8.1 8.8 8.9 9.0 69.9 119.0 131.0 133.4 9-10-48 
British Linen 3-9 3-9 3-9 4.0 36.5 69.0 70.4 74.3 309-48 
Commercial . . 5.6 62 66 6.7 44-7 99.3 107.8 115.9 30-10-48 
National 3-6 3.9 3-9 3-9 38.3 80.5 88.5 I01.9 1-11-48 
Union cn 3-4 3.8 oe. 2.9 33-2 66.5 69.4 69.7 2-4-49 
North of Scotland i 2.9 2.8 2.8 2.3 29.1 54-6 58.0 58.8 31-12-48 
Clydesdale 5 3:7 2:79 7 35-6 84.9 90.6 102.0 31-12-48 

39.5 325-2 662.9 703: 6 750.1 






TOTAL -s 35-4 37-2 38.6 




























NoTES ACCEPTANCES AND DRAFTS 
1938 1946 1947 1948 1938 1946 1947 1948 
Bank of Scotland 3-4 11.0 9.6 9.9 4-8 3-6 3.0 3.7 
Royal ‘ 28 @€83 oy S.4 4-8 4.2 4-3 4-4 
British Linen 27 38 82 7.4 1.5 2.0 2.5 3-0 
Commercial . . 3.9 123.0 32.2 53.9 act #9 3.4 4-5 
National 28 62 9.2 B32 , 4.1 4.2 3.8 
Union i 26 6.7 6.§ 6.06 ee 1.7 23 2.1 
North of Scotland 2.3 69 7.0 7.0 (a) (a) 0.3 0.4 
Clydesdale 3-0 8.2 74 9 i 1.8 2.4 3.0 
Toral 23.7 70.6 69.5 66.9 20.5 20.1 22.2 24.9 
(a) Included in deposits. 
ToTAL Deposits . £750.1 millions TotaL NOTES .. £66.9 millions 
Increase over 1947 .. 6.7% Decrease against 1947 .. 3.7% 
m938 .. 430.7% Increase over 1938 + SOR8% 











new areas on the schedule may be reflected in the banking figures during the 
current year. Agricultural demand continues to play a part in swelling bank 
advances, but not more so than in the recent past. It is impossible to deduce 
from the difference in the periods covered by the various banks any information 
as to fluctuation in demand for advances during the year, but the expansion 
from year to year has been almost fully maintained—the increases during the 
last three periods have been £16 millions, £22 millions and {£20} millions 
respectively. In terms of percentages, the increases were 18.0, 20.9 and 16.0, 
compared with 20.3, 23.0 and 14.3 for the clearing banks. As remarked here 
some eighteen months ago, one gains the impression that the Scottish banks 
are less immediately influenced by Government policy than are the larger 
banks in the south. 

While the percentage of deposits employed in advances rose during the 
year, that placed in longer-dated securities, which had declined slightly in 
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1947, fell further last year-—by two points, to 55.1 per cent. The result was 
sight drop in the total for the so-called earning assets, from 75.1 to 74.7 per 
cent. As the corresponding figure for the clearing banks is some 46.2 per cent., 
it is clear that there has been no major change in the traditional northern 
practice of carrying exceptionally large gilt-edged holdings, other than money 
market securities. Yet the Scottish proportion of deposits held mm securities is 
appreciably lower -thanin pre-war days, while the proportion of total * earning ”’ 
assets shows a more marked fall—-from 89.1 per cent. to 74.7 per cent. This 
lower ratio will, of course, persist so long as the banks are expected to hold 
much larger amounts, relative to their total deposits, of short-dated Govern- 
ment securities than they did in pre-war days. The Scottish banks are far 
less affected by this requirement than the English, but it still has an effect. 
Taking the past two years together, it seems that the only asset item which 
has absorbed an increased percentage of total deposits is advances. Call 
money may possibly be an exception here, but its movement cannot be estab- 
lished for two years back. 

Similarly, it has hitherto been impossible to ascertain exactly the extent 
of Scottish bank participation in bill finance, partly because some of the 
banks did not give separate figures for Treasury bills, and partly because call 
money was mixed with other items in some of the accounts. From the stand- 
point of banking statistics in Scotland, the principal advantage of the account- 
ing changes resulting from the new Companies Act is that they have made it 
possible to obtam the call money figure. Unfortunately, the Royal Bank gives 
no comparative figure for 1947, so that the aggregate for the eight banks is 
obtainable only for the notional year 1948. It turns out that the Scots’ per- 
centage is 8.6, against 7.8 for the English—an excess which does not go far 
to offset the Scottish banks’ much smaller holdings of other hquid assets 
their bill holdings are 1.7 per cent. against some 12 per cent. and T.D.R.s are 
7.1 per cent. compared with 22.5 per cent. The total of these three items is 
17.4 per cent. for Scotland, against 42.3 per cent. for England. To judge from 
the figures of those banks which disclose their Treasury bill holding, this 
amounts to 80 per cent. of the portfolio, which is a smaller proportion than that 
shown by the clearing banks. Again, so far as can be judged from partial 
figures, the proportion of deposits held in call money rose more last year than 
the combined fall in discounts and T.D.R.s. If one adds to the total of call 
money, bills and T.D.R.s the holding in securities one gets a percentage of 
72.6 for Scotland against one of 66.1 for England. The Scottish security 
figures include modest amounts of trade investments and holdings in local 
authority mortgages, but exclude the substantial holdings of the Royal Bank 
in its subsidiary companie S. 

Improvements in the form of the accounts in recent years have made it 
possible to obtain a fair idea of the proportion of cash held by the Scottish 
banks on the days when their accounts are made up. Taking the total figures, 
which still include some transit items, one obtains a percentage of around 
II per cent. This aggregate ratio is considerably higher than that kept by 
most of the banks ; it is weighted by the high ratio, no less than 13.35 per 
cent., shown by the Royal Bank. Excluding this figure, and making other 
allowances, the true figure for the remaining banks is probably -as high as 
10 per cent. Some of the banks still include the item “‘ balances with clearing 
bankers’ in their cash. It has always been supposed that the non-clearers 
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jid in fact keep substantial balances with whatever bank effected their clearing 
for them and it would seem-improper to include this sum in cash since it is a 
more or less permanent deposit. Some allowance has been made for this in 
calculating the lower percentage figure. As to the very high proportion of the 
Royal Bank it has, one understands, always been a matter of pride with this 
bank to present an exc eptionally liquid account. But it is not to be supposed 
that its day-to-day position differs markedly in the matter of cash held from 
that of other banks. In considering the general level of Scottish bank cash two 
things should be borne in mind. F irst, it might be more proper to relate the 
cash to deposits plus notes, in which case the 11 per cent. becomes a shade 
over 10 and the 10? about 9.9 per cent. Second, the cash held cannot fall 
below the level of the banks’ ow P issue—s 2 § cent. of deposits— 
minus the fiduciary portion—o. 35 per cent. of deposits— “plus a certain amount 
of coin and Bank of England notes which are held in small quantities by even 
the most remote oifices. The bulk of the cash is, of course, notes held at the 
Bank of England as cover for the non-fiduciary portion of the note issues, 
which had originally to be backed by gold. 

Figures of the Trustee Savings Banks, relatively much larger in Scotland 
than in the South, always nee d to be brought into the pattern of Scottish 
banking trends. Unfortunately, the figures for the year to mid-November last 
will not be available for some weeks ; in the period 1946-47 there was a sub- 
stantial slowing down in the rate of increase in total deposits, the rise being 
some 4 per cent. compared with 8.6 per cent. in 1945-46. For the United 
Kingdom as a whole, the corresponding figures were 8 per cent. in 1946-47 
and 13 per cent. in the earlier period. It is apparent that in Scotland the 
later period brought a much more marked slowing down in the rise in the 
number of accounts than was the case in the South. 


TRUSTEE SAVINGS BANKs 
Position at November 20 
No. of Deposits Surpius Total Funds 
Scotland . Accounts £ £ £ 
1943 ; .. 1,585,880 168,863,248 5,120,884 173,984,132 
1944 s -+ 1,049,413 191,584,443 5,444,699 197,029,142 
1945 is si 1,688,547 213,223,215 5,752,043 218,975,858 
1946 ua a 1,713,975 231,672,284 6,374,553 238,046,837 
1947 “a 1,728,500 241,072,301 6,261,557 247,333,858 
United Kingdom 
1943 ee 5,078,256 508,260,514 {3,628,343 521,888,862 
1944 ; 5 5,340,661 591,562,305 14,595,030 606,157,944 
1945 ° a 5,550,172 674,816,294 15,744,335 690,560,629 
1946 : . 5,795,195 753,375,575 17,353,952 779,729,527 
1947 , 4 0,052,096 814,128,330 17,059,040 331, 737 1379 


[t is, of course, now a matter of history that the period of Daltonian finance 
made inroads into the profits of savings banks. In Scotland it resulted in an 
absolute reduction in the accumulated surplus of some of the banks, and this 
outweighed the rise in others. 

The tables showing the disclosed profits and appropriations of the Scottish 
banks call for some comment. During 1947 the British Linen Bank adjusted 
its accounting date from mid-January to end-September. In consequence, 
the “1946” figures are for the year to January, 1947, and those for “‘ 1947’ 
cover only 84 “months. The adjusted figure for a full year would be about 
£336,000. Since the restoration of the Bank of Scotland dividend in 1944 
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and that of the Commercial Bank two years later all the banks have regularly 
made distributions at the pre-war rates. In the accompanying tables ay 
attempt has been made, perhaps without great success, to differentiate between 
provisions and additions to true reserves and carry forward. Sums provided 
against depreciation of investments have been treated as true reserves and 
additions to contingencies as provisions. This has worked fairly well except 
possibly in the case of the British Linen Bank. Given the present accounting 
habits, no such split-up ever looks logical ; an agreed nomenclature for al] 
appropriations would be welcome and is overdue. 

It will be seen that total profits are a shade higher on the year, but that 
the experience of individual banks has differed considerably. The modest 
decline in Royal Bank profits is rather surprising, while the North of Scotland 
continues to suffer from what looks like a relative loss of business. This is 
perhaps not unconnected with the events which have led to the inclusion of 
part of the territory in which this bank is most interested in a development 
area. Since this review has to cover in part two years, it should be explained 
that the cost of the dividend to the Commercial Bank has been increased in 
both the last two years by the adjustment of capital and bonus issue of 1946. 
There is no event of equal interest to report since then, but the Royal has 
consented to a change in the method of quoting its stock-—the old method, 
working in terms of £100 of stock, was calculated to deter the small investor. 

To sum up, so far as one can tell from the actual figures and from such 
information as is available, both production and banking continued to prosper 
in Scotland up to the closing months of last year. There was, however, an 
actual decline in some of the Highland areas, while a sense of uncertainty is 
developing in the industrial field and particularly in shipbuilding. The policy 
of bringing work to the development areas continues to benefit Glasgow and 
may have beneficial effects in other localities. It has, however, so far provided 
mainly light work, much of which is suitable for women rather than promising 
any alternative employment for heavy industrial workers—-such as those 
from the shipyards—if orders fall off and unemployment develops once more. 


BANCO INTERNACIONAL DEL PERU 


ead Office: LIMA 
Branches at AREQUIPA, CALLAO, CUZCO, CHEPEN, 
CHICLAYO, HUACHO, ICA, MIRAFLORES, PIURA, 
PACASMAYO, SULLANA and TALARA. 
Established 1897 Cable Address: INTERBANK 


OFFERS COMPLETE BANKING FACILITIES TO BANKS AND MERCHANTS 


CORRESPONDENCE IS INVITED REGARDING COLLECTIONS 
AND DRAWING ARRANGEMENTS IN DOLLARS, 
STERLING OR PERUVIAN CURRENCY. 


London Agents: 


MIDLAND BANK LTD., Overseas Branch, !22, Old Broad Street. 
COUTTS & CO., 15, Lombard Street. 
CENTRAL HANOVER BANK & TRUST CO., 7, Princes Street. 





. ' | 
egularly 


ibles 
between 
yrovided 


ves and 
| except 
‘ounting 


* for all 


ut that 
modest 
scotland 
This 1S 
usion of 
lopment 
‘plained 
-ased in 
of 1946. 
yal has 
nethod, 
nvestor. 
m. such 
prosper 
ver, an 
ainty is 
> policy 
ow and 
rovided 
ymising 
$ those 
> more. 


Progress and Prospects in Welsh Industry 
By E. Victor Morgan 


structure of Welsh economic life during the inter-war period with that 

which was emerging as a result of war and post-war developments. The 
main outlines of the post-war structure were laid down in the planning of 
several years ago, and the past year has brought no major changes but merely 
progress in filling in the details. Factory projects approved up to the end of 
June, 1947, were sufficient to absorb, when completed, most of the surplus 
labour of the Development Areas, and though some sixty new projects were 
approved during 1948 the number of workers involved was small. Moreover, 
some projects which have received Industrial Development Certificates under 
the Town and Country Planning Act have not yet had building licences from 
the Ministry of Works. Projects approved up to the end of June, 1947, were 
expected to provide eventually 163,000 more jobs than were available in 
1937 ; by June, 1948, the number had risen only to 171,000. 

The number of new factories approved in the Development Areas rose from 
274 at the end of 1947 to 332 on January 31, 1949. Of these, 57 were still 
awaiting a licence and a further 20, though licensed, were not yet started. 
The number completed had risen from 69 to 151, but many of the finished 
factories were small; their total value amounted to only £8 millions out of 
a total approved value of nearly £38 millions. The most notable of the com- 
pletions is the huge plant of British Nylon Spinners at Pontypool, Production 
began in the autumn of 1948, but full capacity will not be reached until the 
end of 1949. It is a striking modern building with a million square feet of 
floor space, and it will ultimately turn out yarn from all-British materials at 
the rate of ro million Ibs. a year. The yarn has a wide range of uses from 
hair nets to trawling nets, sewing thread to climbing ropes, tobacco pouches 
to flexible petrol tanks for aircraft and from stockings and dress fabrics to 
heavy duty canvases. Production will be by a continuous process, with shifts 
working for 24 hours a day and 364 days a year. Model welfare and sports 
facilities have been provided. 

Another important plant which has come into production during the year 
is the Hoover washing-machine factory at Merthyr, while smaller plants have 
started making furniture, clothing, corsets, electric lamps, motors and trans- 
formers, photographic materials, potato crisps and a variety of other things. 
Besides the new factories, there have been further releases of space by the 
Government, and the Trading Estates at Bridgend, Hirwaun and Wrexham 
are now virtually completed. 

In view of all this progress, the unemployment figures have been dis- 
appointing. After dropping below 40,000 in the summer and autumn they 
rose again during the winter ; in February there were over 42,000 unemployed 
on the registers and in April 37,000. This figure includes the registered 
disabled, except for those in need of sheltered employment. A grim feature of 
the situation is the large number of disabled persons, many of them suffering 
irom silicosis or pneumoconiosis. In June, 1948, there were over 05,000 regis- 
tered disabled—amounting to 1 in 14 of the total working population and 


I: an article in THE BANKER at about this time last year we contrasted the 
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nearly 1 in 10 of the male working population—and even this figure is not 
complete as some silicotics refuse to register. Of these disabled persons 14,47 
wert unemployed in June, 1948, 2,000 needing sheltered employment and 
the remainder capable of light work under ordinary conditions. 

Progress in finding employment for the disabled has been very disappointing. 
An ‘“‘Advance Factory ” at Pe ngam has been let to the Austin Motor Co., and 
a number of “ Grenfell’ and ‘ Remploy ”’ factories have been completed, 
but experience has shown that it is one thing to build a factory and quite 
another to set it to work in a manner which will give effective help to the 
disabled. Some schemes have been held up for lack of materials, but the main 
difficulty has been finding markets for the limited range of goods which the 
disabled can turn out. Of the ten “ Grenfell ’’ factories, five are in operation, 
two have been allocated but have not yet started to recruit labour, while it 
has not even been possible to find tenants for the remaining three. The five 
factories in operation are at present employing only 116 disabled persons. 
The “ Remploy ’ ’ factories of the Disabled Persons Corporation are doing 
rather better. Nine factories are operating, but five of these have only just 
started recruitment, and already nearly 600 men are being employed. Four 
more factories are being built and others are planned, but when one compares 
the present record with the number of disabled persons unemployed, it is 
clear that there is still a very long way to go. 

The amount of unemployment among women and juveniles is not large 
and most of it occurs in only short spells. The latest analysis of the duration 
of unemployment shows that nearly half the women and three-quarters of 
the men under 21 had been unemployed for less than eight weeks. Of 26,000 
men over 21 wholly unemployed, nearly 12,000 had been out of work for more 
than six months, and about three-quarters of these were over 41. There is 
still a ‘* hard core ” of unemployment in Wales and it is among the older men. 
Unfortunately, no analysis is published correlating these figures to those of 
disabled persons, but it is well known that many of those who have been 
unemployed for a long time are or should be on the disablement register. 

The basic industries still present the striking contrast between coal and 
steel to which attention was drawn here last year. Output in the coalfield is 
still only about 60 per cent. of pre-war, compared with about go per cent. for 
the country as a whole. The chief reason for this is, of course, the loss of labour 
during the war, when the export trade ceased and large numbers of workers 
were withdrawn from the industry. These men can never, in the foreseeable 
future, be replaced, and the coalfield cannot expect to recover its relative 
position in output. Meanwhile, though some pits have been closed, capacity 
has not been reduced by nearly so much as the labour force ; the result is 
that more maintenance workers are needed for every face worker, and this 
reacts adversely on the average output of the miner and the profitability of 
the coalfield. To meet this situation the local Board has a programme of 
rationalization, but there are many difficulties in carrying it out. 

In the bituminous coalfield to the east, reorganization has gone fairly 
smoothly, but in the western anthracite area the year has seen a lot of trouble. 
Here, w orking conditions are hard, industrial relations have long been bad, and 
the toll of disease has been at its heaviest. The Coal Board has promised 
great schemes of technical improvement, and has made repeated appeals for 
co-operation from the miners, but so far the response has been entirely negative. 
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PROGRESS IN WELSH INDUSTRY 
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Disputes over wages and working conditions have been frequent, and the 
discontent has been e xploited by a small but very active Communist minority. 

A dispute often leads to a “ go slow ”’ campaign, and fantastically low outputs 

r man-shift have been recorded in some pits. The local Board has responded 
to these tactics by threatening to close the pit concerned, and in some cases 
the threat has been carried out. It may be necessary to use closure as a weapon 
of coercion ; but such a course has unfortunate results. There is an unanswer- 
able case for closing some pits on technical and economic grounds, without any 
idea of inflicting penalties ; such closures evidently ought to be negotiated 
by both sides so as to bring them about with the least possible Mebutenee and 
hardship . It is hard enough in any case to get the miner to agree to the closing 
of his pit, and the use of closure as a penalty tends to increase resistance to 
all closures. The troubles which flared up sometime ago at Gwaun-cae-Gurwen 
seemed to have died down, but the area is still seething with discontent and 
there have recently been signs of a further flare-up over the closure of the 
Gellyceidrim colliery, Glanamman. 

To turn to a brighter side of the industry, the number of cases of silicosis 
and pneumoconiosis certified has fallen by nearly 50 per cent. since 1945. The 
fall is partly due to the way in which the figures have been compiled, but it 
also reflects the great advances in wet cutting and other methods of dust 
control which have been made during the past few years. 

In iron and steel, the primary sections of the industry are working to 
capacity, and supplies of pig iron and scrap are the limiting factors, as else- 
where, in the production of crude steel. The area is maintaining its position 
as producer of rather more than a fifth of the country’s ingot steel. Labour 
has still been the most scarce factor in the tinplate section, though the situation 
has been eased by the recruitment of European workers. The White Paper on 
Wales stated that “if present plans for the recruitment of labour can be 
realized in full ’’ production should reach a rate of 800,000 tons a year by the 
end of 1948, at which level “ a further limiting factor will be the quantity of 
crude steel available’. In fact, the rate of 800,000 tons was very nearly, 
though not quite, reached by that date. 

Steady progress has been made on the new hot strip mill at Margam and 
the satellite cold reduction plant at Trostre, though the cost is proving higher 
than expected. When these plants come into full production there will be a 
major problem for towns such as Gorseinon and Pontardawe which are centres 
of the old pack-mill industry ; but that lies several years ahead. 

The industrial developments have greatly increased the demand for gas 
and electricity. Most of the gas requirements will be met from coke ovens, 
including those to be installed at Margam and the new National Coal Board 
installations at Nantgarw, but three large electrical schemes are in hand. Two 
new generators are being built at Llynfi, two at Burry Port and no less than 
six, each of 60,000 kw., at Uskmouth. Completion dates range from 1950 
onwards, and the schemes will eventually add more than half a million kw. 
to the generating capacity of South Wales. 

One further scheme of capital investment should be mentioned—the 
extensions to the National Oil Refineries plant at Llandarcy, near Swansea. 
The previous capac ‘ity of the plant was about 360,000 tons of crude.oil a year 
recent modifications have raised it, temporarily, to 550,000 tons, and a new 
scheme now in hand will provide plant capable of dealing with 1,000,000 tons 
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a year, and producing a number of by-products. The total cost will be not 
far short of £10 millions. 

The South Wales ports are still working very much below capacity. Coal 
shipments have been resumed, though the volume of exports is still very 
small, and cannot possibly rise in the foreseeable future to anything like the 
pre-war level. Swansea has benefited from the increased tanker trade to feed 
the Llandarcy refineries ; the Ministry of Food has arranged for some meat 
ships to discharge at Cardiff; and the Ministry of Supply has been using the 
ports for the import of aluminium. The ports have never had much general 
cargo trafhe either inwards or outwards, and the attempt to build up sucha 
trafiic must depend partly on the growth of new industries in Wales itself, but 

lv on the building up of trade with the Midlands. At present strenuous 
ing made to induce Midland tirms to send their cargoes via South 
Industrial Association of Wales has a joint Ports Committee 
don the problem to the Ministry of Transport. So far, 
ive been small and much concern is still felt in South Wales 

e pligt t of the ports. 

For agriculture, the year has been a good one. The valleys are being culti- 
vated more intensively than ever before, and the present price levels are 
viving a satisfactory return to the farmer, while in the hills two mild winters 
have helped to repair the great damage to flocks caused by the snow of 1947. 
Labour is still the farmer’s biggest problem, and the local labour force is being 
supplemented by European workers. This gives temporary relief, but the 
long-term problem is one of the difference in amenities between town and 
country. The future of Welsh agriculture will not be assured until the rural 
areas are made attractive enough for young people to want to live in them; 
only thus can we halt the drift to the towns which menaces the structure of 
rural society. Here there is not much progress to report, though a start has 
been made with rural housing and electrification, and the recent changes in 
local government finance will be a help to the poorer authorities. 

The disinflationary policy of the past financial year has had a healthy 
efiect. The supply of a number of raw materials has improved considerably, 
though steel and softwood are still very short. In the retail market there has 
been a great improvement in stocks of clothing, furniture and household goods 
as well as some luxury articles and, though prices remain high, there have 
been some marked improvements in quality. In the property market, prices 
have fallen only a little, but agents’ lists have grown greatly in length. The 
effect of disinflation on the distribution of labour has been only slight. Ina 
variety of trades, the relaxation of the pressure of demand has made it easter 
to engage workers than it was a year ago, but there has been very little diversion 
of labour to the two seriously undermanned industries, coal and agriculture. 
Many workers engaged in lighter industries are unfit to work in the mine or 
on the farm, and others have a reluctance to do so which it would take much 
more than a mild increase in unemployment to overcome. The gradual passing 
of the seller's market has had its effect in new industries, and the difficulties 
of some firms have been reflected in the slight increase in unemployment. It 
is far too early yet to say how they will fare in the long run when exposed 
to the full force of competition. But at present the great majority of them 
are finding no difficulty in holding their own, and the prevailing atmosphere 
is of quiet confidence in the new pattern of economic life. 
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British Insurance through Four Centuries 
By Leo T. Little 


T is astonishing that not until now has the fascinating history of British 
insurance been written. Here is a business which for long has been central 
to the whole British economy, without which the country’s industry and 
trade would have languished. [t is hardly fanciful to say that without British 
marine insurance the mercantile marine would not have deve loped, and without 
the mercantile marine, our naval supremacy could never have sn established. 
And without that supremacy, could a world-wide Commonwealth have been 
built? The failure of economic historians to concern themselves with this 
sreat business is hardly to be explained by lack of intrinsic interest, for it has 
an absorbing story to tell. Nor can it be ascribed to a dearth of accessible 
material, for the story is to be had for the finding. It is to be found in a mass 
of evidence—in the reports of Court cases, in business records, in company 
accounts, in insurance policies, in official Parliamentary papers, in the pro- 
ceedings of the City Bien in isolated passages in early publications. 
The task of working through all this material was indeed an enormous one, but 
it was to be expected that the reward, for one with the historical turn of mind, 
would justify it. Mr. H. E. Raynes, late of the Legal and General Assurance 
Society, has now done the work.* And surely he reaps his reward, in having 
produced the first — nsive history of the business in which he was 
engaged for forty years. And what a well-documented, yet readable, book 
itis. If this review is in places critical, that is only because on some points 
especially in the early history—there is room for differences of opinion on 
the facts or their treatment, and because the very scope of the book inevitably 
means that some gaps must be left : it is largely a matter of taste where the 
gaps should be. 

Mr. Raynes begins with the very early history of marine insurance in 
Northern Italy, in the trading communities of the flourishing city-States of 
the fourteenth century. Thus he establishes at the outset the close connexion 
between commercial activity and insurance. He shows the two growing up 
side by side, spreading from Florence, Genoa and Pisa to Barcelona and to 
the Flemish wool-trading cities, especially Bruges and Antwerp. The earliest 
transactions in marine insurance in London cannot be traced, but with the 
growth of English trade the mercantile practices of the italians and the 
Lombards were absorbed in London at a very early date, through the informal 
freemasonry of the early merchants. Mr. Raynes seems to have no doubt that 
among these practices was the insurance of marine risks. Certainly marine 
insurance was well known in ‘“‘ Lumbard Strete ” before 1500. Many instances 
are quoted of sixteenth century marine policies, and it is shown that the present 
Lloyd’s standard pomcy wording has its antecedents in them. A policy of 


+4 History of British Fuswrance. By H. E. Raynes. Published by Sir Isaac Pitman and 
ons, Ltd., London Price 35s. net. 
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1637 is very largely identical with the present wording. It would be a thousand 
pities if ever an inveterate modernist succeeded in destroying this link of more 
than three centuries by putting the Lloyd’s wording into present-day English ! 

Some specialists in medieval commercial history may find Mr. Raynes 
not entirely convincing in his account of the earliest origins of marine insurance. 
Certain writers, for example, Reatz in Germany and Cauv et in France, have 
disputed the Italian origin (Reatz decided that Portugal was the birthplace), 
There is also some dispute on whether the earliest marine insurance laws were 
Italian, as affirmed by Mr. Raynes, or Spanish, as was thought by Salvioli 
and Pardessus. At least, Mr. Ray nes might have had something to say about 
these other views, even if—as the present reviewer believes—he is probably 
correct in following Bensa in deciding that Italy has the honour of having 
produced the first insurance market and ordinances. 

In his early history of fire insurance, Mr. Raynes does not follow the pro- 
cedure employed for marine insurance, by looking for foreign origins. Had 
he looked for them it is likely that he would have satisfied himself that they 
existed. Even if he had rejected the mutual-assistance schemes of the guilds 
—in Germany, Denmark, France, and, be it noted, Engl as ing 
insurance proper, he might have accepted as authentic the fire insurance 
associations of Iceland (dating from the thirteenth century) and of Schleswig- 
Holstein (from the fifteenth century). In 1591 a fire insurance institution 
was set up in Hamburg. In 1676, forty-six insurance offices in that town 
combined together to form a central organization. Mr. Raynes finds no 
existence of fire insurance in England before 1680, and does not mention the 
project of 1609 for a fire insurance scheme. 

One noteworthy feature of the early fire policies is that they were largely 
long-term contracts. Some of them extended to 100 years. Or, at least, 
premiums were quoted for such policies. In modern fire insurance practice 
in this country the policy is usually for only one year, though a contract for a 
term of years is much more general on the continent of Europe. In recent 
years some interest has been shown in the possibility of writing long-term 
fire insurances in this country. The advantage of continuity and the saving 
of expenses would, it is claimed by some, enable premiums to be lowered. So 
the wheel goes full circle and the seventeenth century may have lessons for 
the twentieth, even in fire insurance practice. 

The chapter on the early history of life assurance starts with the frst 
recorded English life policy, written in 1583, covers the foundation in 1782 
of the Equitable (the first life office in this country, happily still thriving 
and ends with the setting-up of the first proprietary life office at the end of the 
century. Here, too, Mr. Raynes prefers not to follow the plan he had for the 
chapters on marine insurance ; he does not consider continental antecedents. 
This is a more important omission in the discussion of early tables of mortality 
than in the study of the beginning of the life offices, because of its considerable 
actuarial interest. 

The eighteenth century history is traced in considerable detail. The author 
faces courageously and successfully an intrinsic difficulty of his subject matter, 
namely, that he now has to cope at once with three developed branches of 
insurance (marine, fire and life), even though they each could well demand a 
separate volume. We can here note only a fe ~w of the highlights of the century. 
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They are the formation, in 1720, of the two chartered companies, the Royal 
Exchange Assurance and the London Assurance; the rapid growth of fire 
insurance ; the importance of Lord Mansfield’s decisions in building up the 
case law of marine insurance; the rise of Lloyds and the professions of 
insurance underwriter and broker. Individual underwriters, who had at 
frst opposed the monopoly of the two chartered companies, profited from its 
exercise during the 104 years to 1824, for by preventing joint-stock enterprise 
in marine insurance, it gave great scope to the sole underwriter. It thus also 
encouraged both Lloyd’s and the brokers, who were dependent upon the 
underwriter. After 1824, when the monopoly came to an end, freedom of 
enterprise among insurers—and how they made use of it !—-was allied with 
the great surging movement of the Industrial Revolution, to produce a pro- 
digious developn vent of insurance in all the three customary branches. Mr. 
Raynes does not shirk an account of the more unsavoury periods: the abuse 
of joint-stock enterprise, especially in life assurance, around the close of the 
eighteenth century ; the speculative booms, mainly in the fire and life branches, 
in 1824-25 and 1834-35; the life office failures of the ’fifties and ’sixties. 
But he shows how there was throughout a solid core of reputable companies 
and societies, which expanded their business by their sound commercial 
practices and industry, by initiative and honourable dealing in the increasingly 
important foreign field, by a continual refinement of their techniques and 
methods, by developing the new forms of insurance which became possible 
in the machine age. Among these new forms, which broadly speaking com- 
prise the ‘‘ accident ”’ business, Mr. Raynes gives pride of historical place to 
the insurance of railway passengers, begun in 1845. In 1854, boiler insurances 
were first transacted. There followed, with the formation of the General 
Accident in 1855, personal accident, plate-glass and disability insurance. After 
anumber of unsuccessful attempts to introduce burglary insurance, a company 
safely entered this field in 1889. In 1896 began motor insurance, destined to 
become one of the most important activities of the companies to-day. A 
chapter devoted to the history of insurance against employers’ liability and 
workmen’s compensation traces in detail - development since the pioneer 
company in this branch, Employers’ Liahility Assurance, was formed in 1880. 
This chapte r ends with a notice of the introduc tion of the National Insurance 
Bill in 1945 and the demise of workmen’s compensation insurance proper 
which it entailed. At this point, Mr. Raynes appears to be rather too pessi- 
mistic of the outlook for insurers in this class of insurance business generally, 
in that he fails to take account of the continuance of insurance against 
employers’ liability at common law. 

Mr. Raynes’s survey is completed by a close study of the dominating feature 
of the insurance business in the first quarter of the present century —the rapid 
and continuous fusion between companies. This process took three main 
forms : (1) absorption of both marine and accident companies by fire companies; 
2) absorption of small fire companies by large ones, particularly provincial 
companies by London companies ; (3) the virtual disappearance of the pro- 
prietary life office into larger general companies (of 29 such life offices in 1899, 
only five remain in the same form to-day). In the result, large composite 
companies, usually transacting almost all classes of insurance, became the 
typical insurance unit by the ‘twenties, even though many smal] companies 
and Lloyd’s endured to offer competition with the giants. A mystery of the 
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recent history is well brought out in this final chapter of A History of British 
Insurance, namely, why the process of concentration of insurance companies 
proceeded apace for about a generation until, say, 1925, and then suddenly 
ceased, before the large companies had been re ‘duced below twe nty or thirty 
in number. Why did not the amalgamations and absorptions continue until 
there were as few companies as there are in banking—or even fewer? Mr. 
Raynes, while noting this problem, does not convincingly answer it. 

Those working in or associated with the insurance business will find Mr. 
Raynes’s book a treasure trove of tit-bits about their particular class of 
insurance or their particular company. He has assembled a great array of 
information in connected and consecutive form. He has blown the dust from 
century-old documents and given us, by painstaking research, the parts which 
best fit into the story. His book will be a stand- by for many a day. If the 
present reviewer, who is less closely concerned with the insurance market 
than most of those who will be Mr. Raynes’s readers, may end on a note of 
personal regret—regret that possibly will not be shared at all by that great 
majority of readers—it might be suggested that some discussion of the broader 
economic aspects of insurance, in their historical setting, would have been of 
value. These aspects involve such questions as the following: How have 
fluctuations in interest rates affected the life offices, and how have the life 
offices affected interest rates? What has been the trend of insurance costs 
in, say, the last century ? To what extent does the history of the Fire Offices 
Committee and the Accident Offices Association support or disprove the 
allegation of monopolistic “ price-fixing ’’ (premium regulation) in insurance ? 
How have fluctuating economic conditions, or trade cycle movements, affected 
the insurance business ? To what extent does their history show that life 
offices can safeguard against inflation ? Many other similar questions, involving 
the inter-connexions between insurance and the economy at large, spring to 
mind. Mr. Raynes would perhaps be justified in saying that he did not set 
out to deal with insurance history in this way and that, in any event, he has 
written nearly 400 pages on the more detailed history, which is not all bad! 
But the larger issues remain. Questions of the kind just given require answers. 
rhe companion work to 4 Histor ‘y of British Insurance, disc ussing those issues 
and giving those answers, has yet to be written. 


Advanced Hatch. By Hargreaves Parkinson. (Pitmans, 215 pp., 25s.) 
Cyrus Q. Hatch in the thirties was introduced to the investment public by 
way of a joke. In the forties he has been elevated to the status of a myth; 
for The Haich System at 15s. has now been followed by Advanced Hatch at 
25s. For the serious investor, however much he may disagree with their 
conclusions, they are worth every penny of the price. They make a study ol 
the larger and longer fluctuations of Stock Exchange prices (the system is 
equally applicable, the inventor claims, to any free and organized market) 
with the object of making the exploitation of these fluctuations easier and 
safer. The system provides an automatic method of investing and disinvesting 
funds in a manner which, the author claims, has in the past proved profitable. 
The operator decides on his “ area”’, which may be a wide group of stocks 
like Industrials, a narrow group like Shipping, a single stock like International 
Nickel, or a commodity like Rubber. He adopts a standard margin of x per 
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cent. (experience shows that 5 per cent. is rather low, 20 per cent. much too 
high, and 10 per cent. convenient for experimental calculation). He determines 
foreach month the average price of his “ area "’ and—let us assume the market 
is falling and our operator is “ out ’’—as soon as the price on any day rises 
over 10 per cent. above the lowest monthly average that he has recorded, he 
buys. He now calculates a level 10 per cent. below the monthly average. If 
the price subsides through that level, he sells; that is a ‘ ‘Josing turn ”’. “Tf, 
however, the price rises, the selling limit rises with it. The fall of ro per cent. 
below the highest monthly average may not come for months—or years. An 
operator who used the Financial News Index in the way described would have 
purchased his holding of 30 British Industrials on July 4, 1932, and sold it 
out on April 29, 1937; he would have purchased his holding on August 22, 
1940, and sold it on July 31, 1947. 

The system claims that it provides the most certain method of exploiting 
markets with fluctuations of wide amplitude. Profits depend for it not on 
the general trend of the market but on the amplitude of its fluctuations. The 
great majority of the small fluctuations, which last a few days or weeks, 
remain within the ‘‘ neutral zone’, that is they are smaller than the margin 
adopted by the operator. An unfortunate few—they may be big short fluctua- 
tions or smal] long ones—emerge from the neutral zone into the “ danger 
mone "’ where a reversal takes the selling price below the buying price. A 
fortunate few drive on through the “ danger zone ”’ into the “ profits zone ”’ 
—and for the “ protits zone ”’ the skv is the limit. The sixteenth turn in the 
American record, which is based on a Io per cent. margin operated on the 
Cowles Commission Index from 1871 onwards, bought at 71.1 in January, 
1924, and sold at 202.7 in October, 1929, a profit of 185.1 per cent. Of 2 
turns from 1871 to 1940, only 9 were losers. Roughly, every three times the 
system took the operator into the market two were winners and one was a 
loser. But for every dollar lost $13.6 was gained. The losses were strictly 
limited ; but the profits ran almost as far as the market. Over the 70 years 
the investment each turn of a standard stake of $100 produced a profit of 
$619; but if the total proceeds had been reinvested for each new turn the 
$100 would have grown in the 70 years over $7,000. ° 

But this is mere chicken-feed. Once we are certain of our Hatch principles 
we understand that we do not want good, sound, stable stocks; we want 
stocks that will fluctuate. Wide areas, if one chooses them carefully, give 
better results than the list as a whole. Narrow areas can give better results 
still. Mining Stocks as a group are stated to have given results three times 
as profitable as All Stocks. If you advance logically to single stocks, General 
Motors for the period 1912-40 was about six times as profitable as All Stocks. It 
iscertain that stocks of lower quality would give results even more remarkable. 

Narrow areas and single stocks involve a larger number of turns than 
wide areas. Nor are these additional turns particularly profitable. To avoid 
the trouble and expense of frequent dealing the author recommends that 
purchases and sales should be timed by “ dual control’, the use of a broad 
market average to decide when the operator should make his purchases or 
sales in the narrow area specially selected. Statistics are used to show that 
this method gives profits that are generally, but not always, lower, and generally 
not much lower. 

The book draws the bulk of its examples from New York, where the ampli- 
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tude of fluctuation has in the past been greater and the expense of dealing 
lower. (Further, the techniques of Hatch dealing are probabiy much easier 
on Wall Street than in London.) The author admits that in the period up to 
1914 the system would not have produced startling results in London. However, 
the amplitude of our fluctuations since the first war has been so much greater 
that Hatch has come into his — This argument is backed up by data based 
on the London and Cambridge Total [ndex. But this index does not publish 
daily figures and it is therefore not a practical proposition for a Hatch operator 
to use it. The author claims that from 1925 to 1944 an operator would have 
enjoyed only four turns by which {100 would have become arithmetically 
£286.6 and geometrically £397.5. (These calculations assume that dividends 
would offset the expenses of dealing.) [f, however, you take the Financial 
News Index as the basis for calculation after the turn ending in November, 
1929, you get very different results. 


A RITHMETICAI 


Date of Purchase Sold at rout or | Lotal Profit to Date 


January, 192 ) [22 22 2 
une 29, 1931 : ‘ 

October 9, 1931 

July 4, 1932 

March 6, 1939 

February 23, 1940 

August 22, 1940 . 

December 19, 1947 . $Q 
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January, 1925 = 100 122. 
June 29, 1931 es ives 222. 103. 
October 9, 1931 ; 103.8 96 ; 
July 4, 1932 ne es 96 171.5 + 75.5 
March 6, 1939 _ =x. 23 I7I.° 152.5 Ig.¢ 
February 23, 1940 ars 152.5 135- - 17.5 
August 22, 1940 . 135 254. -1IQ.¢ 
December 19, 1947 ’ 254 227-5 - 26 


! 


a) 


These data, which are calculated without allowance for expenses, suggest that 
the system would have been far less profitable in actual operation than inspec- 
tion of the London and Cambridge monthly figures would lead one to believe. 
They show that, out of eight turns, five were losers and only three winners 
(two of them were very good winners). They show that losses to an operator 
on a 10 per cent. margin can exceed 10 per cent. They show that geometric 
operation can yield lower proiits than arithmetic. They show that a Hatch 
operator needs nerves of iron and the patience of Job, if he is to face with 
assurance and equanimity the high proportion of losing turns. 

Nevertheless, they do show a profit far greater than could have been 
obtained from buying the same range of shares in January, 1925, and holding 
them till to-day. The system did get the operator in near the bottom and keep 
him in till the top and then get him out soon after the t top was passed. 

The Hatch operator must seek out shares whose day-to-day fluctuations 
are narrow but whose long-term movements have a substantial amplitude. 
Then he can use a narrow margin and waste as little as possible of each large 
movement and at the same time run little risk of encountering ‘‘ losing turns , 
He must select, not the groups or shares that are going to appreciate most, but 
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ather those that are going to appreciate largely most often. What he wants 
is fluctuation. His success will depend on his selection, before a turn begins, 
of a stock that will show good paces over that turn. But his success will not 
depend on that intolerably difficult art, good timing of purchases and sales. 
The system will look after that. A. G. ELLINGER. 


Development and Compensation— A Guide to the Town and 
Country Planning Act, 1947. (The Association of British Chambers 
f§ Commerce, 118 pp., 4s.) This guide merits more attention than its modest 
paper cover and price would lead one to expect. It is not an elementary 
ntroduction to the subject, but to all who have some acquaintance, if only 
cursory, with the main structure of the Act, it should be an excellent hand- 
book. Obviously, this far-reaching enactment is a matter for reference, and 
the business man will find in the guide all that he requires. In particular 
will he appreciate the fourteen pages listing various changes and showing at a 

glance when planning permission is required and when development charge 
is payable. Some questions of popular interest, it is true, are more briefly 
treated than might be desired—for example, the status of dead ripe land is 
not shown as dependent upon submission of specific, as distinct from lay-out, 
plans with the relevant building application; the question of security for 
payment of development charge will obviously become of much practical 
importance, but is here summarily dismissed ; and objections which may be 
raised against development plans are not explained to be maintainable upon 
general disadvantage, rather than upon individual inequities that are deemed 
to be satisfied by compensation. F_LRLR. 


Executorship and Trusts. By Phillips and Jenkins. Second Edition by 
G.E. M. Jenkins. (Pitman, 405 pp., 30s.) The publication of this edition of 
the work of the late J. H. Phillips and Mr. G. E. M. Jenkins is sufficient evidence 
that it has satisfied the dual demand of examination textbook and working 
handbook for officials of executor and trustee companies. Decisions of impor- 
tance are covered up to 1948—in particular the frequently embarrassing impli- 
cations of Re Owers (1941, 2 R.E., p. 589) are given sound, practical attention ; 
it will be remembered that personal representatives “ taking possession ”’ of 
laseholds incur contingent liabilities to provide for which “they sometimes 
have to ask beneficiaries to concur in the setting aside of a fund or other 
security. The tax-free annuity controversy is brought up to date (although 
Re Latham should be Re Tatham, p. 58). It seems a pity that the new 
standard of care for debenture trustees imposed by the Companies Act, 1948, 
could not be mentioned, particularly as the limitations upon a debenture 
trustee contracting out of negligence were contained in the 1947 Act. The 
book nevertheless envisages all usual problems confronting a trust officer 
and thus will give to this second edition the popularity enjoyed by the first. 
F.R.R. 


The Companies Act, 1948. By S. W. Magnus, B.A., and Maurice 


Estun. (Butterworth, 32s. 6d.) Although this annotated edition does not 
contain so much comment on the new provisions as appeared in the similar 
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edition on the 14647 Act,* all sections of the new Act receive ample attention 
Having regard to the expedition with which this volume was made availabk 


there is no doubt that practitioners will once again be grateful to thes 


industrious authors. 


The Companies Act, 1948. By J.C. Arnold, LL.B. (Pitman, 80 pp 
6s.) While this little volume is not ambitious in seeking to unravel or even 
indicate some of the problems involved in the 1948 Act, it indicates in very 
convenient form the changes accomplished. Nine chapters treat the principal 
amendments in homogeneous groups, and in this transition period will provid 
the large community used to working within the framework of the 1929 Act 
with vivid notation of the changes. At least until the standard works are 
brought up to date, this little book will be of considerable value. 


Publications Received 

f:emerican Transportation in Prosperity and Depression, by Thor Hultgre YO. 3 in Studies 

in Business Cycles. National Bureau of Economic Research Incorp., New York, Pp. 397, 
price $5.00.) 

Bankruptcy, Williams’ Law and Practice in (Sixteenth Edition), by V. R. Aronson and Muir 
Hunter (Stevens & Sons, pp. 1,032, price 4 guineas). 

British War Finance, 1939-1944. A Comparison with the United States, Germany and 
Canada. By Louis Halpern (New York University, pp. 12) 

Common Law Liability of Mastery to Servant, by F. P. Coombes and }. E. Jackson (Stone and 
Cox, pp. 79, price 5/6). 

Company Secretaries, Reminders foi (18th Edition), by a. Gordon Hassell (Jordan & Sons, 
Ltd., pp. 104, price 6/-). 

Finance Act, 1948, The, by William Lindsay (Butterworth & Co. (Publishers) Ltd., 176 pp., 
price 15/-). 

Money and Banking, Principles and Practices of, by Charles RK. Whittlesey (The Macmillan 
Company, New York, pp. 088, price 24/-) 

Money Book, The, by Arthur Groom (Rockliff, pp. 123, price 8,6) 

Overhead Costs, Some Essays in Economic Analysis, by W. Arthur Lewis (George Allen & 
Unwin, Ltd., pp. 200, price 15/-). 

Palmer's Company Law (Nineteenth Edition), by A. F. Topham, K.C. (Stevens & Sons 
pp. 832, price 2 guineas). 

Practice and Law of Banking (Sixth L[dition), by H. P. Sheldon (Macdonald and Evans, 
pp. 626, price 21/-). 

Selected World Economic Indices (United Nations Dept. of Economic Affairs, Lake Success, 
Pp- 53, price $1.00). 

Studies in Income and Wealth. Vol. 11. Conference on Research in Income and Wealt! 
(National Bureau of Economic Research, New York, pp. 450, price $6.0.) 

The Economic Organisation of England. An Outline History. By Sir William Ashley, with 
three supplementary chapters by Professor G. C. Allen. (Longmans Green & Co., pp. 271, 
price 8/6.) 

The Sterling Area, Origin and Development of, and The Sterling Area Durinz and After the 
War. Two lectures delivered by W. F. Crick. (The Institute of Bankers, pp. 19, price 1/- each.) 

The Sterling Area-——Some Countries of the Middle East. A lecture delivered by J. F. Cade. 
(The Institute of Bankers, pp. 19, price 1/-.) 

The Sterling Area—The Colonial Empire. <A lecture delivered by Sir Gerard Clauson. (The 
Institute of Bankers, pp. 16, price 1/-). 

The Sterling Area—The Financial Position of the Union of South Africa. 4 lecture delivered 
by Professor W. H. Hutt. (The Institute of Bankers, pp. 23, price 1/-.) 

The Sterling Area--The Sterling Area and Other Currency Systems and Future Prospects 
Two lectures delivered by Paul Bareau. (Institute of Bankers, pp. 15 and 18, price 1/- each.) 

Town and Country Planning, Citizens’ Guide to the New, by R. K. Kelsall (Pen-in-Hand 
Publishing Co., Ltd., pp. 94, price 5/-). 

United States, 1800-1943, Business Incorporations in the, by George Heberton Evans, Jr. 
(National Bureau of Economic Research, New York, pp. 184, price $6.00). ; 

Welfare Economics, Theories of, by Hla Myint (published for the London Schoo) of Economics 
and Political Science, by Longmans, Green & Co., pp. 240, price 15/-). 


* Reviewed in THE Banker, April, 1948. 
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Argentina 

HE annual report of the Buenos Aires Chamber of Commerce states 
T nat the outstanding characteristic of the Argentine economy is inflation 

and asserts that this will not be remedied until means are found of 
increasing production and reducing expenditure. The report argues that 
although the restriction of bank credit has not had the desired deflationary 
results, it has deprived industry and commerce of urgently needed finance. 
The low level of industrial output is attributed to the failure of Labour to 
respond to the Government’s appeals for increased productivity, the excessive 
public works expenditure, scarcity of foreign exchange to pay for imports of 
raw materials, and undue official interference in business by the Government. 


Australia 


The Commonwealth Bank has issued new instructions to the trading 
banks on bank lending policies, with the object of strengthening the defences 
against current inflationary pressures and at the same time making provision 
for measures to sustain demand in Australia should a business recession be 
threatened. The banks are urged to adopt a cautious attitude towards advances 
for enterprises of doubtful economic value or involving a high degree of risk, 
to influence agricultural producers to reduce overdrafts rather than to incur 
non-essential expenditure and to revise customers’ advances from time to 
time to ensure that they are not excessive and are being used only for the 
purpose for which they were originally granted. 

In order to be able to support demand should this become necessary, the 
banks are recommended to set up an “‘ advance fund ”’ for development and 
expansion purposes for use where capital and other non-banking funds are not 
adequate for the type of business concerned or where finance cannot be 
reasonably obtained from the banking system. 

The Commonwealth’s adverse balance with the dollar area was reduced to 
{6 millions in the nine months to the end of March, or one-sixth of the figure 
for the corresponding period a year earlier. The improvement was almost 
wholly due to reduced imports from dollar countries. Earnings of dollars 
increased a little, but the actual volume of sales showed little change. 

The Prime Minister has given an assurance, after talks with British Treasury 
officials during his visit to London, that the relationship between the Australian 
pound and the British pound will remain unaltered indefinitely. He has stressed 
that only a change in the sterling-dollar rate could alter this decision. 

A long-term agreement has been signed with the United Kingdom to assist 
the development of the meat-producing industry in Australia. In return for 
the Commonwealth Government’s undertaking to encourage development 
schemes, the British authorities have agreed to guarantee the marketing, at 
reasonable prices, of the whole of the exportable surplus of meat of Australia 
up to a specified limit for a period of 15 years. 


* Other current international banking news is discussed in ‘‘A Banker’s Diary’’, on pages 157-162 
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Colombia 


The deterioration in the country’s external payments, which has now 
reduced the foreign exchange reserve to less than U.S. $80 millions, has 
resulted in the imposition of drastic new restrictions on the transfer of funds 
abroad. The Exchange Control Board has established fifteen categories of 
payments and has decided to make releases of exchange on a weekly basis 
according to the priority of the transaction and the volume of exchange 
available. 


Eire 

The Budget proposals for 1949-50 included a cut of 6d. in the standard 
rate of income-tax, to 6s. 6d.inthe ¢. After all changes, the Finance Minister 
estimated that the year’s revenue would amount to {72,916,000 and expen- 
diture to £72,881,000. 

The Minister revealed that Eire’s dollar payments during the past fiscal 
year amounted to $70 millions, of which $30 millions were earned by Eire 
and $37 millions drawn from the sterling area dollar pool, leaving $3 millions 
to be discharged. The Minister declared that small savings were showing a 
welcome upward trend, but stressed that equilibrium was far from being 
restored in the country’s external payments. 


France 

The decline in the French franc in terms of the U.S. dollar on the free 
market in Paris has brought into operation the machinery set up last October 
to keep the values of other soft currencies, including sterling, in approximate 
line with their official Bretton Woods parities in relation to the dollar. Thus, 
the buying rate for the £ has been raised from Frs. 1,061 to Frs. 1,096 and the 
selling rate from Frs. 1,063 to Frs. 1,098. 

Recent movements on the official free market in Paris are believed to be 
partly connected with an official attempt to reduce the black market discounts 
on the franc in order to clear the way for the establishment of a unified exchange 
rate on a “ realistic ’’ basis. 

The Finance Minister has revealed that the capital outflow from Metro- 
politan France to French West and Equatorial Africa and Indo-China has 
been reversed. Transfers from Indo-China now amount to Frs. 7,000 millions 
per month, against Frs. 2,000 millions previously. The Minister has also stated 
—without, however, giving any details—that these movements raised problems 
for the Treasury. This inflow of capital is said to be due to fears caused by the 
Communist advance into Southern China. There has also been a considerable 
net inflow of funds from the sterling area, owing to speedier repatriation of 
export proceeds by French business concerns. 


Germany 


The first step in the implementation of the Anglo-American Bizone invest- 
ment programme has been taken by the provision of credits to the mining 
and electric power industries. The funds have been furnished by the Recon- 
struction Loan Corporation from counterpart moneys derived from the sale of 
Allied-financed imports. The Allied authorities have emphasized that part of 
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the credits required for capital development will eventually have to be drawn 
fom the internal capital market. 

The Advisory Council of the Bizonal Economic Administration has reported 
that the upward trend in the German economy has not continued since the 
beginning of this year. The Council advocated a measure of credit expansion, 
and also recommended that the financial resources available from counterpart 
and other public funds should be supplemented by mobilizing, through the 
central banking system, such private resources as could be utilized for internal 


financing. 


India 


Representations made by the British Treasury to the Prime Minister of 
India during his visit to London concerning the rate of Indian drawings on 
sterling releases are believed to have been responsible for important changes 
which have been made in the Government’s import policy. (See ‘‘A Banker's 
Diary’, page 159.) 

One of the smaller rupee banks, the Exchange Bank of India and Africa, 
suspended payments at the beginning of May, announcing that it was tem- 
porarily unable to meet its obligations. A provisional liquidator has been 
appointed by the Bombay High Court. The bank was formed in 1942 with an 
authorized capital equivalent to {g00,000. Its paid-up capital amounted to 
{225,000. The bank has a number of branches in India and East Africa, as well 
as one in the City of London, opened in 1947. Its total resources at the date 
of the last available balance-sheet—December 31, 1947—amounted to the 
equivalent in rupees of just under £4 millions. The failure of the bank is not 
to be interpreted as indicative of current stresses on the Indian banking 
system as a whole, being attributable to its own peculiar difficulties. Uncovered 
aims outstanding against the bank in London are insignificant. 


Japan 

The United States Occupation authorities have issued a directive to the 
Japanese Government fixing an official exchange rate of 360 Japanese yen 
per U.S. dollar. The new “ unified ’’ exchange rate is to apply to all permitted 
foreign exchange transactions including those to which the special military 
conversion rate was formerly applicable. Exchange rates for currencies other 
than the U.S. dollar have been adjusted in accordance with their I.M.F. 
parities. 


Malaya 

Britain has agreed to provide more financial help to enable Malaya to 
meet claims for war damage compensation. A “ final offer’ doubles the 
original free grant of {10 millions and includes an interest-free loan of £18.5 
millions. Drawings on these resources will be restricted to {10 millions per 
annum starting in 1950. The loan is repayable in annual instalments over the 
20 years starting in 1956. These sums, with funds already available amounting 
to {9.5 millions, are considered sufficient to finance the compensation scheme. 

The issue of £8,050,000 of Government of Federation of Malaya 3 per Cent. 
Inscribed stock 1974-76 made in London was oversubscribed, but dealings 
opened at a discount. 
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Netherlands 


The Finance Minister’s note to Parliament on the foreign exchange situation 
states that expectations have not been fully realized although the deficit on 
current account in overseas payments was reduced from 1,566 million guilders 
in 1947 to 951 million guilders in 1948. There was a deficit of 1,000 million 
guilders against the dollar countries in 1948, but there were no surpluses 
against other currencies that could be converted into dollars. The note draws 
attention to the improvement in the internal monetary situation in the 
Netherlands and the part this has played in helping the drive to restore 
equilibrium in the country’s external payments. 


New Zealand 

The Finance Minister has expressed satisfaction with the results of th 
recent internal {29 millions conversion operation. Excluding the holdings of 
the trading banks, which were not convertible, stock eligible for conversion 
amounted to {26,650,000. Conversion applications actually totalled {14.8 
millions. The Minicter stated that many of the smaller holders of the maturing 
loan preferred to invest in National Savings Certificates or in the Post Office 
Savings Bank ; this money would therefore still be available to the Govern- 
ment. Subscriptions to the new “ tap’ loan opened on April 20 amounted to 
about £3.5 millions in the first fortnight. 


Rhodesia 


A three-year scheme for subsidizing the gold-mining industry has been 
worked out in collaboration with the International Monetary Fund and will 
go into effect when the necessary legislation has been passed. The new scheme 
provides for a sliding scale subsidy related to tonnage milled and the recovery 
grade of the ore. 

The Budget for Southern Rhodesia for the year Ig49-50 envisages total 
expenditure of £16.5 millions, compared with £13.60 millions in 1948-49. The 
Government has increased taxation to cover an estimated deficit, on the basis 
of existing taxation, of {1.4 millions. Undistributed profits tax has been 
adjusted to bring in an additional £200,000, while duties on petrol, spirits, 
tgarettes and on transfers of property have been raised. 


Siam 
Siam became a full member of the International Monetary Fund and the 
International Bank for Reconstruction and Development from the beginning 
ofMay. Siam’s quota in the Fund was fixed at the equivalent of $12.5 millions 
and her subscription to the capital stock of the World Bank was fixed at 125 
shares, each with a par value of $100,000. 


South Africa 
The Government has introduced legislation to establish the National 
Finance Corporation proposals for which were submitted to financial agencies 
through the recent memorandum by Dr. de Kock, Governor of the Reserv: 
Bank. Authority is being sought for changes in certain statutes to permit 
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insurance companies and building societies to count deposits with the new 
institution as part of the minimum reserves of cash and other assets they are 
obliged to hold. The commercial banks will be permitted to treat deposits 
with the new concern as liquid assets but not as part of their minimum cash 
reserves. If applications to subscribe to the capital do not reach the proposed 
fgure of {1 million, the balance will be taken up by the Reserve Bank but 
will remain available for subsequent subscription by other financial institutions. 

A settlement of the dispute with the International Monetary Fund over 
the Union’s claim to participate in the market for non-monetary gold at 
premium prices, has been achieved as a result of a visit by the Fund chairman, 
M. Gutt, to South Africa. The Fund will apparently raise no objection to 
exports of manufactured gold so long as the Union authorities take care that 
the gold is fully-fabricated before leaving the country. Sales of semi-processed 
gold by the Union will be permitted provided South Africa sells only to the 
ultimate manufacturer and subject to certain other conditions. The Union 
Finance Minister has stated that, owing to the difficulties surrounding the sale 
of processed gold for export and the safeguards the Treasury would have to 
take, this outlet was unlikely to assume large proportions. 


Spain 

The American authorities have authorised direct negotiations between the 
Spanish Government and the U.S. Export-Import Bank for a dollar loan to 
Spain. The U.S. Government has indicated, however, that Spain is regarded 
as a poor credit risk and has suggested that a condition of a dollar loan may 
be the inauguration of economic reforms. These would include measures to 
reduce the proportion of total resources being absorbed by Government 
expenditures and steps to reduce the adverse balance of payments. 


Switzerland 


A monetary conflict with France developed at the beginning of May con- 
sequent upon the failure of the two countries to agree upon terms for the 
renewal of the Franco-Swiss Payments Agreement which expired at the end 
of April. The Swiss decision to block amounts paid to banks in favour of 
French citizens caused the French authorities to suspend the quotation of the 
Swiss franc on the official free exchange market in Paris. Other French 
retaliatory measures included the prohibition of financial transfers to Switzer- 
land in favour of Swiss citizens, the suspension of the delivery of transfer 
authorizations and import licences, and the banning of the purchase or sale 
of cheques on Switzerland. 


United States 
Official restrictions on credit facilities have been further eased, the Federal 
Reserve Board having reduced the reserve requirements for the central reservé 
tity banks in New York and Chicago from 26 per cent. to 24 per cent. on 
demand deposits and reserve requirements for other banks from 22 to 21 per 
cent. Requirements for small town and country banks have been lowered 
from 16 to r3 per cent. (See also ‘“ Credit Policy in the United States”, on 
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Appointments and Retirements 


Bank of England—Mr. H. B. C. Yeomans, a deputy chief cashier since 3", has retired 
parclays Bank (D., ©. and O.)—Mr. R. F. Rowland Smith to be an assistant general managet 
Wr. Morgan William James Bull has been appointed a member of the South African Board 
British Linen Bank-—/}erwick-on-Tweed : Mr. A. G. Smith to be accountant Edinburgh- 
Shandwick Place A branch has been opened at 56 Shandwick Place, Edinburgh, 2, under the 
managership of Mr. W. F. G. Lord, B.L West End: Mr. D. Rodger, from London, to be 
accountant on retirement of Mr. H. G. Montgomery. Lanark: Mr. J. Gordon, joint manager, to 
be sole manager on retirement of Mr. J. P. Marshall. Perth : Mr. T. Bissett to be accountant 
Clydesdale Bank--/:/zin >: Mr. Wm. G. Young to be sole manager tn succession to the late 
Mr. A. Low Mustard. Cattle Market : Mr. G. P. White, from Shawlands, to be manager on resigna- 
tion of Mr. Wm. Caldwell. Shawlands Mr. J. F. McIntyre, from Edinburgh, to be manager 
Shettleston : Mr. J. H. Halliday, from St. Enoch Square, to be manager on retirement of Mr 
H. M. Fletcher. Stranraer Mr. S. E. Carson, joint manager, to be sole manager on retirement 
of Mr. A. Waddell 

District Bank——Shefield - Mr. E. Pendlebury, from Leicester, to be manager 

Lioyds Bank—Head Office—Advance Dept. Mr. T. H. Child, from Bristol, to be a controller : 
Chief Inspectors’ Dept Mr. P. S. Eyres, from 40 Victoria Street, S.W., and Mr. E. A. Styles 
fom Reading, to be inspectors; Mr. H. C. F. Holgate, Ph.D., Editor’s assistant, Lloyds Bank 
Review, has retired Bath Mr. R. I. H. S. Beaumont, from Colchester, to be sub-manager 
Bognor Regis, Aldun ‘oad : Mr. E. W. Chown, from Western Road, Brighton, to be manager 
Bournemouth, Parkstone Mr. W. J. Ingamells, from Bath, to be manager Bristol, District 
Ofice: Mr. S. J. Collingwood from Ipswich, to be district manager’s assistant. Camberley 
Mr. T. W. Boatswain, from Dorchester, to be manager on retirement of Mr. G. E. F. Van de: 
Noot. Cirenceste? Mr. A. Belcher, assistant manager, has retired after 44 years’ service ; 
Mr. E. P. Foster, M.( »f Cirencester, to be sub-manager. Dorchester : Mr. H. D. Jordan, of the 
inspection staff, to be sub-manager. Dovercourt: Mr. N. P. Clarke, from Newport, Mon., to be 
manager on retirement, owing to ill health, of Mr. W. C. W. Ingle, D.S.C. Glossop: Mr. A. C 
Thompson, of Glossop, to be manager. Harrow: Mr. E. Coles, from Malvern, to be acting 
manager during the absence, on sick leave, of Mr. C. W. J. Ellis g: Mr. R. E. Wardroper 
to be manager ondon, 40 Victoria Street, S.W.: Mr. E. W. Gaman, from Law Courts, W.C., 
to be sub-manazger Valvern : Mr. E. J. Linnell, from Cambridge, to be sub-manager. Newport, 
Mon.: Mr. R. F. Evans, of the inspection staff, to be sub-manager 

Martins Bank-—LLondon, Foreign branch: Mr. E. E. Melvin to be accountant on retirement ot 
Mr. N. B. Daniels. 

Midland Bank-—Sir Frederick C. Stewart, D.L., LL.D., has been elected a member of the board 
and of the board of the Midland Bank Executor and Trustee Co., Ltd. London——Aldgate: Mr.S 
W. Howard, of Coleman Street and Moorgate, to be manager in succession to the late Mr. W. C. 
Webb ; Cambridge Circus : Mr. S. W. P. Boswell, of Kingsway, to be manager on retirement of 
Mr. R. V. North; Coleman Street and Moorgate: Mr. W. E. Goodman to be manager. Mr 
C.G. C. Allen to be assistant manager; Kingsway: Mr. G. M. Budd to be assistant manager. 
Barking : Mr. F. N. Stickland to be manager of this branch, formerly under the same manage- 
ment as Dagenham. Briton Ferry: Mr. G. L. Beavis, of Bargoed, to be manager on retirement 
ofMr.C.M. Walsh. Burry Port : Mr. W. 1. Hughes, of Ystradgynlais, to be manager in succession 
to the late Mr. J. J. Owen. Dagenham: Mr. R. H. Bigg to be manager on retirement of Mr. 
R.S. Barker. Haverfordwest : Mr. A. T. Jones, of Pontardawe, to be manager on retirement of 
Mr. D. S. Davies. Hove, Portland Road: Mr. G. E. Smith to be manager on retirement of Mr. 
T. F. Fenwick. Keswick : Mr. E. Makinson to be manager on retirement of Mr. S. B. Graham. 
Manchester, Royal Exchange : Mr. M. C. Donaldson to be manager on retirement of Mr. C. Redman 
Moreton (Cheshive) : Mr. W. R. Griffith, of Oxton, Birkenhead, to be manager on retirement of 
Mr. R. H. Bunford. Pontardawe: Mr. I. L. Davies, of Pontardulais, to be manager. Midland 
Bank Executor and Trustee Co., Ltd.__Reading : Mr. B. A. U. Trew to be manager of this new 
ranch. 

National Bank of Scotland—Ayr, 2 Beresford Terrace : A branch has been opened under the 
harge, as joint managers, of Mr. J. Dobbie, from Ayr, and Mr. G. F. Soutar, from Troon. Glasgow, 
inniesland : The branch at 1558 Great Western Road, Anniesland, Glasgow, which was closed 
because of war conditions, has re-opened under the managership of Mr. W. A. D. Wilson, from 
Union Street branch. Scarinish, Tiree \ branch has been opened, mnder the managership of 
Mr. J. T. D. Wilson, from Oban. 

Smith St. Aubyn & Co., Ltd.—Mr. J. C. Ness to be secretary o retirement of Mr 
H.C. Westley, after 35 vears’ service. 

Union Bank of Australia—The Rt. Hon. Viscount Bridgeman, C.B., D.S.O., M.C., D.L., 
has been appointed a director. 

Union Bank of Scotland——Mr. J. O. M. Clark, who has been an ordinary director for the past 
twenty years, has retired. Mr. Clark has been appointed an extraordinary director. Sir Patrick 
spens, K.B.E., K.C., has been elected a member of the London local board. Edinburgh, Chambers 
iret: Mr. G. H. Sinclair, from Dunblane, to be manager on retirement of Mr. R. Cairns. 


Dunblane: Mr ]. Dickie, from South Morningside, Edinburgh, to be manager 








The exiensive development of The Burnley 





; Building Society has resulted from the 194° 
Jy greatest advertisement of all—the personal 
oe 1ecommendation of satisfied members who 
have experienced the scrupulous fairness and 
personal service of The Burnley Simplified ASSETS EXCEED igat 
Plan of House Purchase, which has many £23,000,000 


distinctive and saving features, including the 
calculation of interest on monthly—not 
annual—balances. 1047 


Head Office : 
GRIMSHAW STREET 194! 
BURNLEY 
London Office 


102-3 HIGH HOLBORN 


BUILDING SOCIETY © wa: 164 


Chairman . . SIR JOHN H. GREY, J.P. 
General Manager. . . . WILLIAM HIRS 
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§ Mar 
‘> SECURITY of : 
§ & i 
* CAPITAL 
é § i 
: 4 i 
§ is a prime necessity to the prudent N i 
z Investor $ 

i 

* Many thousands of investors and § . 
& depositors have made the Society the N 
§ custodian of their funds since its incor- & . 
2 poration in 1882 and there are over § 1 
§ 10,000 open accounts at the present ?% 1 
§ time with a total of £4,000,000. rN 1 
2 Individual Investments are invited in sums N 1 
rs of £25 to a maximum of £5,000. z OE ns . 
$ Share Interest 24% . Depo terest § r RIV 
g 13% or oe a ummniieg yg of 8 D RY FLY 
é notice of withdrawal. N SH ERRY 
; INCOME TAX ON THE § 
2 INTEREST IS PAID BY THE 2 
§ SOCIETY. N 
§ 8 
> Church of England : a Wa 
: TEMPERANCE AND GENERAL PERMANENT BENEFIT N : a 
R , ri f Yi A glass of DRY FLY SHERRY is the ideal aperitif, and t 
Z Y . T 
é Building Society > is a gracious welcome to your guests. Obtainable all ? 
y OTrecarecr a 7°99) over the world from your own Wine Merchant, or from 
S Write to the Secretary for balance sheet and FINDLATER MACKIE TODD & CO. LTD. Tre 


** Safe Investment”? booklet “ B8.’? - 
§ 6&7 NEW BRIDGE STREET, LONDON, E.C.4 Wine Merchants so H.M. The King. 
Wigmore Street, London, W.1. 


OLLI LDAP AP AP SPALL ALY AY AP APAPAPAL ADAP SS SIA ADAPT nn , 


DOLL LLODLLILS 








“219 


Banking Statistics 


National Savings 
(£ millions) 














Savings Savings 
Certi- Detence Savings Certi- Deience Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net)* Small inet) (net) (net)* Small 
1945 II 28.1 8.4 74.5 217.7 | 2647 Bec... 9.9 — 10.1 “9 4.3 
3 oO. 99.7 142.1 
: Feb. 9.2 10.6 14.3 12.9 
EED 1946 I... 23.2 62.0 120.7 195.9 Mar. .. 5.3 11.5 5.9 3 
i 1.0 95.9 36.2 133.1 April .. I.4 - 7.2 9.6 3.8 
ie ss - 3.2 13.4 35.6 47.8 May .. — 2.5 - 14.9 3.8 - 13. 
ae 10.8 17.9 11.8 $O.5 | June .. L.2= @,5 0.3 -— 10.0 
1947 | .. 39-7 20.4 «27.0 87.1 | oo eee zs = ae ar ey é 
i sa 49.3 - 3-7 19.06 7e 7 ie la “eta "2 a g.8 
se 2.7 - 19.8 2.9 3 | a = aes is pie zZ 
IV 16.4 - 25.1 17.2 8.5 | Oct. .. — os 9-9 9 
= 4 : | Nov. 2.3 + 2.2 S.0 3.6 
a 1948 I. 20.4 - 29.9 54.6 54.1 | Dec. 253 ss G6 = £3.2 
I] ~ 2.3 ~ 31.2 13.7 — 19.8 1949 Jan ——— .. D5 4 28.6 
: Jan. .. = , 2539 28. 
rm 7 4-5 i. re ee 2 ee. | Feb. 2.2 0.3 16.0 18.6 
ORN pr mn °J wiki | Mar. .. ‘3 0.9 10.4 10.9 
14g lt. i. ae 54.8 00.7 April .. 1.0 o.1 Ae 10.5 
* Including Release Benefit Accounts from July, 1945. 
ae Ordinary Revenue and Expenditure 
Year to Ord Ord. } By Ord. Ord. 
Mar. 31: Exp. Rev Deficit | Quarters : Exp. Rev. Deficit 
fm fm. fm. {m. {m. £m. 
1938 Par 898 .1* 872.6 25.5* 1945 1V .. 1386.2 667.8 718.4 
1939 ~« 2054.0" 927.3 1n9.9° | 1940 . -+ 1337-4 1253-5 83.9 
Sane of as ie = * ss 902.0 629.0 273.0 
oe 7 te a 8 ae HII .. 918.3 712.1 206.2 
ail ed, —— oe iV <. -O6nss 738.6 122.5 
1942 -+ 4775-7 2074.1 2701.6 1947 +|[... 1228.09 1261.5 32.6f 
1943 ‘ 5623.2 2819.9 2803.3 OE axe 619.8 840.1 220.3? 
1944 .. 5788.4 3038.5 2749.0 | cer... 808. 3 807.5 0.7 
1945 .. 6057.8 3238.1 2819.7 Vo ss “9g6c3 761.5 25.4f 
saat a 8 > a pein 1948 I... 1023.0 1435.8 412.8f 
4 5474 3204-5 Abin | ae 613.8 794.8 181.of 
1947 ss 9920.3 3341.2 509.1 i. 751.4 831.7 80.2¢ 
1948 oo 9389.2 3844.9 657.8t | i 791.4 802.7 11.3+ 
1949 so ega.8 4006.6 853.87 1949 ae 9960.2 1577-9 581.7T 
* Allowing for loan expenditure. + Surplus. 
Floating Debt 
May 22, April 30, May 7, May 14, May 21, 
1945 1949 1949 1949 1949 
Ways and Means Advances: £m. fm. ém. fm. £m. 
Bank of England .. me 14.8 - 7-5 8.0 : 
ad Public Departments hr 297.8 393-4 331.6 330.5 322.6 
sll Treasury Bills : 
Tender rae - she 2210.0 2210.0 2210.0 2210.0 2210.0 
‘ Tap ‘ a .. 2626.6 2217.5 2251.2 2234.0 2244.2 
). | Treasury deposit receipts re 1362.0 1112.5 1089.5 1117.0 1139.5 
6511.1 5933-4 5889.8 5905.5 5936.5 








THE STANDARD BANA OF SOUTH AFRICA LIMITED 


have vacancies on their Overseas Staff 


for young men desirous of serving in 


SOUTH or EAST AFRICA 


Single mea, net more than 28 years vf 
age, who have had some banking 


experience will receive prefereatial 


consideration 


waivons, giving particulars, snould be addr 


The Secretary. 
The Standard Bank ov! South \friea Limited 


10 Clements Lane ° London, E.C.4 
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LEOPOLD FARMER & SONS 


undertake 
VALUATIONS of PLANT, MACHINERY and INDUSTRIAL PROPERTIES 
for Public Issue, Stock Exchange Quotation, Balance Sheet, Probate 
Insurance and other purposes 


46, Gresham Street, London, €£.C.2 


Telephone : Monarch 3422 (8 lines) Telegrams : Sites, London 


Cornwall Agricultural Executive Committee require Assistant Officer (Finance) 
Grade || at a salary on Scale D (Men £470-£545, Women £380-4437). The normal point 
of entry will be at the minimum of the Scale. Applicants must have had considerable 
accountancy experience, including professional office, and competent to prepare Annual 
Income and Expenditure Accounts on a Departmental basis as required by the Ministry. 
Written applications, giving date of birth, full details of qualifications and experience 
and posts held, including dates, together with copies of two recent references, should 
be addressed to the Regional Appointments Officer, Ministry of Labour and National 
Service, Lyndale Hotel, Berkeley Square, Bristol, 8, quoting REF. BE.119M. Application 
must be made within 10 days of the appearance of the advertisement. Only candidates 
selected for interview will be advised. 
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+ The T.D.R. issue reached its highest level on September 7, 
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BANKING STATISTICS 


Treasury Deposit Receipts 


Net New 
Raised Redeemed Borrowing 


37°5 
3-0 


16, 
58.5 
38.5 
05. 


Oo 


} 


Raised 
#m 
10.5 
$53-9 
75-5 
545.0 


495 .¢ 


12.5 


-127.0 
— 19.5 
* Unofficial figure. 


Net 
Raised 
£m. 
0.8 
as 


.6 
.O 
14.0 
4.0 


* is. 


200 


185. 


1949 
Week ended 
Feb. 5 
12 
19 
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Tax Certificates 


Issu 


£m. 
658. 
655. 
O51. 
054- 
656. 
648.¢ 
6438. 
668. 


042 .¢ 
587. 
529. 


e* | 
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1948 Jan. 
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Mar. 


May 


july 
Aug. 


Oct 


Dec 
1949 Jan. 
Feb. 
Mar. 
April 
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ém 
132.0 
483. 
110 
455 
340 
87.5 
178. 
79-5 
53.5 
542. 
404.¢ 
II3. 
181. 
201. 
4790.5 
158.5 
208. 


Redeemed 


dutstandingt 


ém. 


1442.! 


1292.5 
1402. 5 


1291 
(349. 
1377: 


1468. 


1429.5 


144!. 
1449 
1435. 


1432.¢ 


1511. 
[3i0. 


IOIQ.5 


1135. 
1112 


1945, at £2225 millions 


Raised Redeemed Borrowing 
125.5 
85. 
50. 
- 30.0 
5°5 
10.5 
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Sept. om 


Nov... 
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Outstanding at end of month. 
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Net 
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110.0 - 
120.0 
90.0 
55-5 
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{9.0 
«© 
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32.0 
68.0 
27.0 
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32-5 
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Are YO U on the mailing list..? 


acetic names. **Cover’’ is the new Quarterly Maguzine 
for Insurance Brokers and Agents. | 


presents, in an attractive and st} mu- 
\ 
Laine manner, current is velopninit 
/ inall classes of ins urance except Lite, 


The aim of * Cover” is to he'p you sel 
onze: and service more insurance. Comment 
ge on the first issue shows that this object is 
COVER IN 3 ae 9 K - a “on ze N my 
2 COLOUR- : being achieved. Cover” Neo. 3 is now 

ready free of charge. Please fill in 

the coupon below. 


) 


Completion of the attached coupon wilh ensure thet yc 


receive @ copy of * Cover No. 3 end ell future issue 


NAME.. 
ADDRESS 


a ; 
NE W + Please send me, ee obligation. a copy 


, of * Cover” No. 3, and all future isenes 
Insurance Magazine 


The Editor, * Cover” fi 
| Provincial Insurance Co. Ltd., Kendal, Reestmorland | 
Provincial Insurance Company Led.| 


issued hy 
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|STOCKHOLMS ENSKILDA BANK 
| AKTIEBOLAG 


Established 1856 


Telegraphic Address : Head Office : 
NITTON-STOCKHOLM STOCKHOLM 16 








“Tuy 

NE W VAS la Since its inception in 1861, the Bank of New Zealand hes 

been in the forefront of this Country’s development. Up- 

land of to-date information on every aspect of New Zealand trade 

Pr is available to those with present or projected interests in 

ogress the Dominion through the complete Banking facilities 
provided by the Bank’s 260 Branches and Agencies. 


You are invited to consult the 


BANK OF NEW ZEALAND 


Incorporated with Limited Liability in New Zealand by Act of 
General Assembly, 29th July, 1861 


London Office : Head Office : 
over 260 1 Queen Victoria Street,E.C.4 Wellington, New Zealand 


Branches also at M ), Suvi iji) < Apia (Samoa) 
Branches & > Age ncté ranches also at Melbourne, Sydney, Suva (Fiji) and Age ( 
Every type of Barking business undertaken 
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THE UNION DISCOUNT COMPANY 
OF LONDON LIMITED 


Telegrams 39 CORNHILL Teiepsomes: 
| LONDON E.C3 Seosion Howe Tt 






Capital and Reserves 


£7,700,000 


















| DIRECTORS 
The Rt. Hon. Lord Kennet of the Dene, P.C. (Chairman | 
David John Robarts (Deputy Chairman) | 
The Hon. Geoffrey C. Gibbs, C.M.G. Sir Archibald Jamiesoa, K.B.E. 


John Ivan Spens, 0.B.E. 


Treasury, Bank and First-Class Trade Bills Discounted 


| ALEXANDERS DISCOUNT COMPANY 


LIMITED 
24 LOMBARD STREET, LONDON. 


CAPITAL PAID UP £1,400,000 
RESERVE FUND - £2,200,000 


DIRECTORS : 
Tue Rr. Hon. LORD COLGRAIN (Cuairman) 
SIR ERIC GORE BROWNE, D.S.O., O.B.E. (Deputy CHairman) 
| GEORGE CLEVERLY ALEXANDER MARK DINEL E ¥ 


















ROBERT ALEXANDER AL — RUSSELL 


THE RT. HON. LORD BALFOUR OF BURLEIGH, 

















MANAGER: 
ANTONY MACNAGHTEN 
Deputy Manacer: CHARLES C. DAWKINS } 
Asstsrant Manacers: E. P. B. BAGGALLAY, A. J. McLENNAN | 
SECRETARY: F. W. HATCHER } 


BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 
MONEY RECEIVED ON DEPOSIT. 












GUINNESS, MAHON & CO. | 


CORNHILL, 


JINNESS 
COLLEGE 


17, 





GUINNESS 
co. 


REPRESENTATION 


115, BROADWAY, 


CATER, BRIGHTWEN & CO., 


NEW 


ESTABLISHED 


LONDON, 


GREEN, 


MERCHANT BANKERS 


1836 


E.C.3 


& MAHON 
DUBLIN 


MAHON 
INCORPORATED 


YORK 6, N.Y., 





Incorporating ROGER CUNLIFFE, SONS & CO. 


STATEMENT OF ACCOUNTS, 5th APRIL, 1949. 


LIABILITIES 


Share Capital— Authorised, Issued 
and fully paid : 
5% Cumulative Pre- 
ference Stock bea 
£400,000 Ordinary Stock 


Reserve (inclading 
Account £1,046,000) 
Profit and Loss Account 


800,000 
400,000 


Premium 


1,200,000 


1,200,000 
81,110 


Share 


2,481,110 
90,281,751 


Loans against Bills and Securities 
| Deposits, Sundry Creditors and Reserve 

for Contingencies ‘ 

Dividends accrued and proposed 
(less Income Tax) : 

On the Preference Stock 
On the Ordinary Stock 
NorTESs 

(1) There is a contingent Liability in re- 
spect of Bills re-discounted amounting 
to £11,473,907 excluding Treasury 
Bills 

(2) The excess of Income Tax suffered 
over the liability upon profits to date 
has been included as recoverable. 

(3)To comply with Section 56 of the 
Companies Act, 1948, Share Pre- 
miums amounting to £196,000 have 
been transferred from Revenue Re- 
serves back to Share Premium 


275,546 


3,850 
36,300 
40,150 


ASSETS P 
Cash at Bankers and in Hand ; 1,076,767 
British Government Treasury Bills and 
Short dated Securities, Bank Bills and 
Trade Bills less Reserve 
British Government Securities less Re- 
serve K 
Advances against security and Sundry 
Accounts ; 


71,223,499 
20.497,736 
280,555 


£93,078,55 
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THE EMPLOYERS’ 
ASSURANCE 


SOUND UNDERWRITING RESULTS 


LORD COURTAULD-THOMSON’S 
REVIEW 


HE sixty-eighth ordinary genera! meeting 

] of The Employers’ Liability Assurance 

Corporation, Ltd., was held on May 18 
in London 

The following is an extract from the circu- 
lated statement of the chairman, The Right 
Hon. Lord Courtauld-Thomson : 

The combined premiums for the year, inclu- 
ding associated companies, were £15,436,597, 
an increase of £1,038,741 over those for 1947 

f 


Fire se 1,120,003 

Motor a in 4,549,825 

Workmen’s compensation 4,091,572 

Other casualty. . 3,805,333 

Marine a a we 631,014 

Life a ; om .. 1,238,850 

It is gratifying to be able to report that the 
Corporation’s underwriting profit, at £467,643, 
is the largest for some years. The chief contri- 
butions to this come from the United States, 
Canada and the United Kingdom, although 
other overseas branches and agencies have had 
their share in the final result. 

Our total trading profit, including interest 
and rents, amounted to {908,000 and our net 
profit, after taxation of £498,000, amounted to 
410,000. After an appropriate addition to 
Staff Pension Account and dividends payable 
at the usual rate, the surplus on the year’s 
trading was £162,000, which has been added 
to our reserves. I think vou will consider this 
+ satisfactorv result. 

LIFE 

I am glad to be able to report that our 
associated Life Office, the Clerical, Medical and 
General Life Assurance Society, has again done 
well. Its new £4,679,188, is 
222,265 higher than that produced in 1947, 
itself a record vear. The Life Assurance Fund 
has increased by £835,562 to £17,810,300, and 
its total funds to £19,730,746. 

MARINE 

The improvement shown in recent years in 
the results of our Marine subsidiary, The 
Merchants’ Marine Insurance Co. Ltd., con- 
tinued in 1948. The net Marine premiums 
showed a further growth of £170,544 to 
£631,014, and the Marine Fund, at the end of 
the vear, amounted to £826,001. {£20,000 has 
been transferred from the Marine Account and 
{10,901 from the Fire and Accident and General 
Accounts to Profit and Loss Account and, as 
the result of the vear’s trading, the amount 
carried forward in the Profit and Loss Account 
has been increased from {£25,512 to £50,591 

AVIATION 

As you will have seen in the Press, there was 
a number of unfortunate accidents last vear in 
many parts of the world, as the result of which 
the experience of the ‘‘Aviation & General 
was ess avourable than in 1947 


business, at 


INVESTMENTS 

The Corporation’s total investments (incly. 
ding property and associated offices) 3 
£17,819,962, are {1,802,549 higher than a yea 
ago, and stand in our books at less than their 
aggregate market value at December 31, 1048 
There has again been no marked change in the 
general framework of our investments, 87 per 
cent. of which consist of Government securities, 
British, Dominion and United States. 


CORPORATION’S PROFIT AND Loss 
ACCOUNT 

[ now come to our Profit and Loss Account 
This, like the Revenue Account, has been set 
out in tabular form and I hope that the change 
will enable Shareholders more easily to follow 
the results of the year. Our improved experi- 
ence in 1948 enables us to make a total transfer 
from the Revenue Accounts of £467,643. This, 
with the Life Profit of £64,279 from the Clerical, 
Medical and General Life Assurance Society 
and £418,497 from our interest, dividends and 
rents, and after the deduction of £42,262 in 
respect of Sundry Expenses not charged to 
other Accounts, gives us a trading profit of 
£008,157. The first charge on this is for United 
Kingdom taxation of £498,181, leaving a net 
profit for the year of £409,976. This, added to 
the balance of £692,682 brought forward in this 
account from last year, gives us an available 
total of £1,102,658. 

As indicated in the Directors’ Report, it is 
now proposed to transfer the sum of £250,000 
from Profit and Loss Account to General 
Reserve which will then, with the Share 
Premium Account, total £2,750,000. Further 
recommendations are made for the transfer 
from Profit and Loss Account of £100,000 to 
Contingencies Account and {100,000 to Staff 
Pension Account and for the payment of a 
final dividend of 2s. per share, less income tax, 
costing £84,650, net. With the interim dividend 
of rs. 6d. per share, less income tax, paid in 
November last, the dividend distribution for 
the year would amount to (148,137, net. A 
balance would then be left in the Profit and 
Loss Account of £504,521, which the Directors 
recommend should be carried forward. 


VALUE OF BRITISH INSURANCE 

The reputation of British Insurance is a 
precious asset for this country in its successful 
struggle towards restoring its economy. Over- 
seas, it contributes to Britain's effort not only 
its insurance service but also its prestige, built 
up on the care, skill and integrity of individual 
enterprise over the years. Your Company, I 
am glad to say, continues to play no small 
part in the overall contribution of Insurance 
As to one aspect of it, the dollar-earning posi- 
tion of this country, the vital importance oi 
which has just been re-emphasised by the 
Chancellor of the Exchequer and the President 
of the Board of Trade, you will be interested 
to know that The Employers and its associate 
have made available to the Treasury since 
1940 dollar remittances amounting to over 
$18,000,000. You may be sure that we shall 
make every effort in the face of many difficul- 
ties to continue these very necessary contribu- 
tions to the well-being of the trade of our 


country. 
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UNION BANK OF SCOTLAND 


FURTHER EXPANSION 


SIR STEVEN 





HE annual meeting of shareholders of 


the Union Bank of Scotland, Limited, 
was held on Wednesday, May 25. 
S 4. Steven Bilsland, Bt., M.C., D.L., 


LL.D., Chairman of the Board, in the course 
of his speech said that the Balance Sheet total 
was NOW £82,440,000, an increase of £857,000 
compared with last year. During the first nine 
months of the year under review, their deposits 
had reached figures substantially higher than 
those of the previous year, but in the first 
three months of 1949 there had been a marked 
jecline in bank deposits generally. Their total 
deposits at £609,721,000 on the balance dav 
showed an increase of £314,000 over last year 
The volume of note circulation continued to 
expand and at 6,939,000 showed an increase 
of +4%3,000 

On the Assets side of the Balance Sheet, 
Cash and Money at Call and Short Notice 
amounted to {18,844,000, an increase of 
{1,095,000. Bills under discount at £986,000, 
nluding {£525,000 British Government 
Treasury Bills, were £915,000 lower than last 
vear, and their holding of Treasury Deposit 
Receipts at £4,500,000 showed a reduction of 
500,000. These liquid resources amounted in 
all to £24,331,000, about 32 per cent. of the 
liability on deposits and notes in circulation. 
British Government Securities, which were 
mostly short-dated, stood in the books at 
39,023,000, at) increase of £768,000 during 
the year. 








It was important that a substantial propor- 
tion of their resources should be employed in 
making suitable banking advances to meet the 
legitimate requirements of trade and industry 
Fresh demands for accommodation of this kind 
continued to be made regularly, and, notwith 
standing the necessary process of liquidation 
f existing advances which was going on con 
tinuously, it was satisfactory that loans and 
advances at £14,225,000, showed an increase 

£712,000. 





The profit for the year, after making full 
provision for taxation and for all bad and 
doubtful debts, amounted to £242,500, an 
mcrease of £2,800. After providing for the 
lividend of 18 per cent. recommended by the 
Board, the carry forward amounted to 
£165,000, an increase of £4,000 over last vear. 


GREAT BRITAIN’S RECOVERY 


During 1948 Great Britain had achieved a 
Measure of recovery and progress, in produc- 
ton and in the volume of export trade, con- 
siderably in excess of what had appeared pos- 
sible at the beginning of the year. Although 
over-all the target figures of production had 
not been achieved, a substantial increase took 
place over a wide range of industry, and the 








BILSLAND’S 


REVIEW 





steel industry had not only exceeded the out- 
put asked, but also the increased total set 
during the year. 

Comparison with 1947, in production o1 
export trade, was misleading, on account of 
the disastrous effect of the fuel crisis that year. 
But, viewed against the last quarter of 1946, 
when the volume of export trade was III per 
cent. of that of 1938, the increase in volume 
to 135 per cent. for 1948 was certainly 
encouraging. 


The volume of British exports in 1948 had 
exceeded that of any year since 1929, but in 
considering the outlook one had to have 
regard to the evidence of trade recession in the 
United States, the introduction of new import 
and exchange restrictions by many countries, 
and also the increasingly high costs of produc- 
tion in this country. 


As the result of the improvement in our 
affairs we had achieved—at any rate for the 
present—an equilibrium in our over-all balance 
of payments. This had been made possible by 
the benefits received from Marshall Aid, and, 
to some extent, by the favourable, but fading, 
sellers’ market conditions. Notwithstanding 
these encouraging facts, however, the position 
was still dangerous, and the major problem- 
the adverse balance of the sterling area with 
the Western Hemisphere—not only remained 


unsolved, but might in fact become more 
difficult. 


Although Great Britain had considerably 
increased her exports to the U.S.A. and 
Canada, we were still far from being able to 
pay by our exports for all essential imports 
from these countries. The fall in prices of raw 
materials and food in the United States, which 
had not yet occurred to any extent in Britain, 
and the fact that for currency reasons British 
purchases of many raw materials were made in 
expensive markets, would add further to the 
difficulty of achieving the increase we required 
in our trade with the Western Hemisphere 
The structure of relative prices in hard and 
soft currencies was gradually losing equilibrium 


SINCERE CO-OPERATION NEEDED 

Therefore, it was essential that we should 
achieve the maximum efficiency through 
improved plant and equipment, better organisa- 
tion, greater technical progress and increased 
production per man year. What was most 
necessary was to devise an incentive for the 
wage-earner in industry. Without that incen- 
tive in all walks of life the recovery of a sound 
economy must of necessity be delayed. There 
was little doubt that the most efficient units 
in many if not all industries in this country 
had little to learn from abroad, but there were 
differences, sometimes large, between the most 
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and the least efficient units. If this gap could 
be considerably reduced a most welcome 
mprovement in average productivity would 
result. This object would be greatly assisted 
by co-operation in the dissemination of in- 
format methods within industries 
through th organisations, by meetings of 
practica T to discuss common problems 
and by continuous interchange of visits 
between plant and plant. But to achieve 
success such co-operation must be adopted as 
an industry policy it must be sincere 
organised and continuous. Unfortunately, 
the stern facts of the situation did not yet 
appear to be appreciated by the great mass of 
our people Through the generous action of 
the United States of America and Canada we 
continued to enjoy standard of living much 
in excess of what we ourselves could sustain. 
By 1952—when Marshall Aid would cease 
we must be able to dey i entirely on our own 
anaided efforts 

The Budget, which was opened by the 
Chancellor of the Exchequer on the 6th April, 
had faced the realities of our position, resulting 
both from general world conditions and from 
our advance to what was termed the Welfare 
State. Admirable as was the aim of the 
health and social measures passed by Parlia- 
ment, it was impossible not to feel grave con- 
cern in the difficult and dangerous circum- 
stances of the present time, on account of both 
the magnitude and the rigidity of the annual 
national expenditure to which we were com- 
mitted. 


HAMBROS BANK LIMITED 


EUROPEAN RECOVERY 


TAXATION BURDEN 


fhe current rate of taxation necessary to 
sustain our commitments, which absorbed 49 
per cent. of our national income, not only dis- 
couraged enterprise, deterred individual saving 
and deprived industry of the means of Te-equip- 
ment and development, but added to the diff. 
culty of reducing our costs of production, as 
it was reflected in the costs of every business, 
Furthermore, the seriousness of the position 
was increased by the forecast of the Chancellor 
that we must expect a considerable automatic 
increase in social welfare expenditure in the 
next few years to cover the schemes now on the 
statute book. The rate of expenditure to which 
we were committed was too high for our 
present volume of production and left no 
reserves of taxable capacity in the event of a 
fall in revenue or further expenditure being 
required for defence. If social security was to 
be in fact secure the cost must be kept within 
the taxable capacity of the country. 

The Chairman said that he could not com- 
plete his review of the affairs of the Bank 
without expressing their most cordial thanks 
to Mr. John A. Morrison, the General Manager, 
the officials at Head Office and elsewhere and 
the Branch Managers and staff in Scotland 
and London for their most efficient and loyal 
service throughout the year. Their thanks 
were due particularly to Mr. Morrison who 
directed the affairs of the Bank in these diffi- 
cult times with great ability. 

The Report was unanimously adopted. 


MR. R. OLAF HAMBRO’S STATEMENT 


HE thirty-seventh annual general meeting 
of Hambros Bank, Ltd., will be held on 
June 2 in London 

The following are extracts from the state 
ment by the chairman, Mr. R. Olaf Hambro, 
circulated with the report : 

As I stated last year, the European Recovery 
Programme gave encouragement and hope of 
a return to normal! international relations, and 
realisation of this has been further demon- 
strated during the year by the improvement 
in the economic situation throughout Western 
Europe. Added to this the Atlantic Pact has 
gone a long way towards restoring the nerves 
of the nations participating and has given 
confidence in the future to all. It should not 
now be too much to hope that customs barriers 
and currency restrictions between nations, the 
worst enemies of international trade, will be 
dealt with realistically, so that travel and 
imtercourse between the citizens of one country 
and another may again be free, without which 
trade cannot flourist 

The major problem of this country is, of 
course, trade with the North American con- 
tinent, and here the Trading Company which 
we were instrumental in forming in 1946 has 
been playing its part. It has increased its sales 
during the vear throughont America and has 


made a useful start in Canada, where good 
friends have been made and large orders are 
promised. 


RETURN TO MERCHANT BANKING 


The business of the Bank during the last 
few years has returned substantially to the 
side of Merchant Banking, which used to be 
its function and from which it largely departed 
between the wars, and our Subsidiary, the 
Bishopsgate Trading and Export Company 
Ltd., has increased its activities during the 
year in merchanting and dealing in certain 
commodities, bringing in its train new accep- 
tance business to the Bank. Our acceptances 
have risen slightly in total during the year but 
the character of the bills has inclined more to 
acceptances against the transit of goods on 
foreign account rather than against inland 
financing. The Bank’s holding of British 
Government Securities has been reduced, but 
on the other hand the total of the Cash and 
Treasury Bills shows a substantial increase, 
which tendency is also evident in Loans and 
Advances. The deposits have been well main- 
tained during the year and show a slight 
increase also, which is remarkable in view 0! 
the fact that our depositors are largely foreign, 
having regard to the prevailing shortage of 
sterling in many countries 

















Cngeegoraned in 
Turkey 
BA N K Limited TL isbitity) 


FOUNDED 1863 


CAPITAL - £10,000,000 
PAID-UP - £5,000,000 
RESERVE - £1,250,000 


The Bank transacts every 
description of English and 
Foreign Banking Business. 


BRANCHES throughout TURKEY and the 

NEAR EAST, including EGYPT, SUDAN, 

IRAQ, CYPRUS, PALESTINE, TRANS- 
JORDAN and ISRAEL. 


Affiliated Institution in Syria and 
Lebanon: BANQUE DE SYRIE ET DU 
LIBAN. 


LONDON 


20/22, Abchurch Lane, E.C.4 
MANCHESTER 5 


6/60, Cross Street 


PARIS 7, Rue Meyerbeer 
MARSEILLES 38, Rue St. Ferreol | 
ISTANBUL | 
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A.M.P. 


The Largest British 
Mutual Life Office 


NEW BUSINESS 


(Ordinary Department) 


£58,247,978 
A Record for the Society 


AUSTRALIAN MUTUAL 
PROVIDENT SOCIETY 


(Established 1849 in Australia) 


1948 


Head Office for the United Kingdom: 
73-76 King William Street 
London, E.C.4 
& 

Offices throughout 
AUSTRALIA and NEW ZEALAND 





Sound Recommendation 
No Depreciation 4 be 


TAX PAID BY THE SOCIETY =4 


Isle of THANET 


BUILDING 
\ SOCIETY 


; FOUNDED 1850 
ASSETS — 
STABILITY £6,000,000 


99 BAKER ST., LONDON, W.1 WELbeck 0028 


* Write for 1948 Balance Sheet 





COMPANY 
SERVICH 


1863-1949 
Cottipany Regtstration Agents 


JORDAN & SONS, 


Limited 
116 Chancery Lane, W.C.2 


THE LONDON COMMERCIAL 
INVESTMENT COMPANY Ltd. 


Members of the Association 
of Stock and Share Dealers 


@PROVIDES additional capital to 
small businesses 

@ NEGOTIATES sales of shares in 
private Limited Companies 

@ INTRODUCES buyers for shares 
of one or more retiring directors 


@ ACTS as Consultants to private 
investors, and negotiates partner- 
ships and directorships 


@ ACTS as Company Registrars and 
Secretaries 


4. Broad Street Place, E.C.2 


Telephone: London Wall 1835 





Philip Hill & Partners 


LIMITED 


Directors 
SIR BRIAN MOUNTAIN, Bart., Chairman 
SIR J. STANLEY HOLMES, M.P. 
HUBERT A. MEREDITH, O.B.E., Managing Director 

LOUIS NICHOLAS 

JOHN SPENCER 

KENNETH KEITH 
HENRY R. MOORE 


Issues of Capital undertaken 


for established businesses 


KINGSBURY HOUSE, 
KING STREET, ST. JAMES’S 
LONDON, S.W.1 


TELEPHONE: WHITEHALL 5857 
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